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DIGEST  OF  PUBLIC  LAW  87-3U3 


AMENDMENTS  TO  FARM  CREDIT  LAWS.  Amends  the  Federal  Farm  Loan 
Act,  as  amended,  so  as  to  permit  the  amortization  plan  for  Fed¬ 
eral  land  bank  loans  to  provide  for  installments  more  frequently 
than  semiannually,  permit  Federal  land  bank  loans  to  be  made 
to  a  farming  corporation  if  owners  of  its  stock  assume  personal 
liability  to  the  extent  prescribed  by  the  Farm  Credit  Administra¬ 
tion  (instead  of  present  requirement  that  owners  of  75  percent 
of  the  stock  of  the  corporation  must  be  engaged  personally  in 
farming  operations  on  the  farm  to  be  mortgaged  as  security  for 
the  loan  and  the  owners  of  a  like  amount  of  stock  must  assume 
personal  liability  for  the  loan),  and  to  increase  from  5  to  7 
years  the  maximum  maturity  permitted  for  loans,  advances  or  dis¬ 
counts  by  a  Federal  intermediate  credit  bank. 

Amends  the  Farm  Credit  Act  of  1933,  as  amended,  so  as  to  combine 
the  Federal  intermediate  credit  bank  and  production  credit  assoc¬ 
iation  revolving  funds  into  a  single  fund  available  for  the  same 
purposes,  require  each  prodiiction  credit  association  to  set  aside 
each  year  earnings  equal  to  one -half  percent  of  its  outstanding 
loans  for  a  bad  debt  reserve  until  such  reserve  equals  three  and 
one-half  percent  of  outstanding  loans,  after  which  increases  in 
the  reserve  are  permitted  but  not  required,  and  permit  retirement 
of  interests  in  any  bank  for  cooperatives  held  by  a  cooperative 
which  is  liquidated  or  dissolved. 
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87th  CONGRESS 
1st  Session 


H.  R.  7133 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Mat  17,1961 

Mr.  McIntire  introduced  the  following  bill ;  which  was  referred  to  the  Com¬ 
mittee  on  Agriculture 


A  BILL 

To  amend  further  the  'Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Bepresenta- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  (a)  section  12  of  the  Federal  Farm  Loan  Act,  as 

4  amended  (12  U.S.C.  771),  is  amended — 

5  (1)  by  substituting  “a  fixed  number  of  one  or 

6  more  installments  each  year”  for  “a  fixed  number  of 

7  annual  or  semiannual  installments”  in  paragraph  “Sec- 

8  ond”  thereof;  and 

9  (2)  by  substituting  the  following  for  all  that  comes 

10  after  “but  no  such  loan  shall  be  made  to  a  corporation” 

11  in  the  fourth  sentence  of  paragraph  “Sixth”  thereof: 
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“unless  the  principal  part  of  its  income  is  derived  from 
farming  operations  and  unless  owners  of  stock  in  the 
corporation  assume  personal  liability  for  the  loan  to  the 
extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration. ”. 

(h)  Section  202(c)  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.,  supp.  II,  1033),  is  amended  by 
changing  the  word  “five”  to  the  word  “seven”. 

Sec.  2.  The  Farm  Credit  Act  of  1933,  as  amended,  is 
amended — 

(a)  by  adding  the  following  subsection  to  section  5 
thereof  (12  U.S.C.  1 13 li)  : 

“(f)  The  revolving  funds  created  by  subsections  (a) 
and  (e)  of  this  section  are  hereby  combined  into  a  single 
revolving  fund  which  shall  be  available  for  all  purposes  for 
which  both  such  funds  were  heretofore  available,  and  refer¬ 
ence  in  any  provision  of  law  to  the  revolving  fund  created 
by  said  subsection  (a)  or  said  subsection  (e)  shall  be 
deemed  a  reference  to  the  single  revolving  fund  created  by 
this  subsection.” : 

(b)  by  changing  section  22  (a)  thereof  (12  U.S.C. 
1 13 If  (a)  )  to  read: 

“  (a)  Each  production  credit  association  shall,  at  the 
end  of  each  fiscal  year,  apply  the  amount  of  its  earnings 
for  such  year  in  excess  of  operating  expenses  (including 
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provision  for  valuation  reserves  against  loan  assets  in  an 
amount  equal  to  one-half  of  1  per  centum  of  loans  outstand¬ 
ing  at  the  end  of  the  fiscal  year,  to  the  extent  that  earnings 
for  the  year  in  excess  of  other  operating  expenses  permit, 
but  no  additions  thereto  shall  be  made  which  would  increase 
such  reserves  above  5  per  centum  of  loans  outstanding  at  the 
end  of  the  fiscal  year) ,  first,  to  the  restoration  of  the  impair¬ 
ment,  if  any,  of  capital ;  and,  second,  to  the  establishment  and 
maintenance  of  a  surplus  account,  the  minimum  amount  of 
which  shall  be  prescribed  by  the  Federal  intermediate  credit 
bank.”; 

(c)  by  inserting  in  the  first  paragraph  of  section 
41  thereof  (12  U.S.C.  1134c)  immediately  before  the 
semicolon  at  the  end  of  “  (a)  ”  the  words  “,  but  no  loan 
shall  be  made  to  any  such  cooperative  association  unless 
at  least  75  per  centum,  or  such  higher  per  centum  as  the 
board  of  directors  of  a  bank  for  cooperatives  determines, 
of  the  voting  rights  are  held  by  agricultural  producers  or 
other  cooperative  associations  eligible  to  borrow  from 
such  bank”  and  by  substituting  in  the  second  paragraph 
of  said  section  41  for  the  words  “as  defined  in  the  Agri¬ 
cultural  Marketing  Act,  as  amended,”  the  words  “eli¬ 
gible  for  loans  under  the  foregoing  provisions  of  this 
section” ; 

(d)  by  inserting  in  the  first  paragraph  of  section  34 
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thereof  (12  U.S.C.  1 134j)  immediately  before  the  semi¬ 
colon  at  the  end  of  “  (a)  ”  the  words  but  no  loan  shall 
be  made  to  any  such  cooperative  association  unless  at 
least  75  per  centum,  or  such  higher  per  centum  as  the 
board  of  directors  of  the  Central  Bank  determines,  of 
the  voting  rights  are  held  by  agricultural  producers  or 
other  cooperative  associations  eligible  to  borrow  from 

;  *  O 

such  bank”  and  by  substituting  in  the  last  paragraph  of 
said  section  34  for  the  words  “as  defined  in  the  Agricul¬ 
tural  Marketing  Act,  as  amended,”  the  words  “eligible 
for  loans  under  the  foregoing  provisions  of  this  section”; 
and 

(e)  by  adding  the  following  subsection  to  section 
36  thereof  (12U.S.C.  11341)  : 

“(d)  Notwithstanding  any  other  provision  of  this  Act, 
in  the  case  of  liquidation  or  dissolution  of  any  present  or 
former  borrower  from  a  bank  for  cooperatives,  the  bank 
may,  in  accordance  with  rules  and  regulations  prescribed  by 
the  Farm  Credit  Administration,  retire  and  cancel  any  capi¬ 
tal  stock  or  allocated  surplus  and  contingency  reserves  or 
other  equity  interest  in  the  bank  owned  by  such  borrower  at 
the  fair  book  value  thereof,  not  exceeding  par,  and,  to  the 
extent  required,  corresponding  shares  and  allocations  or  other 
equity  interests  held  by  the  regional  bank  in  the  Central 
Bank  shall  be  retired.”. 
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87th  CONGRESS 
1st  Session 


S.  1927 


IN  THE  SENATE  OF  THE  UNITED  STATES 

May  22, 1961 

Mr.  Ellender  (by  request)  introduced  the  following  bill ;  which  was  read  twice 
and  referred  to  the  Committee  on  Agriculture  and  Forestry 


A  BILL 

To  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  (a)  section  12  of  the  Federal  Farm  Loan  Act,  as 

4  amended  (12  U.S.C.  771),  is  amended — 

•  •  *  f  j  ,  ^  f 

5  ( 1 )  by  substituting  “a  fixed  number  of  one  or  more 

6  installments  each  year”  for  “a  fixed  number  of  annual 

7  or  semiannual  installments”  in  paragraph  “Second” 

8  thereof :  and 

7 
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9  (2)  by  substituting  in  the  fourth  sentence  of  par^- 
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10  graph  “Sixth”  thereof  the  following  for  all  that  comqsj 
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11  after  “but  no  such  loan  shall  be  made  to  a  corporation” : 
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“unless  the  principal  part  of  its  income  is  derived  from 
farming  operations  and  unless  owners  of  stock  in  the 
corporation  assume  personal  liability  for  the  loan  to  the 
extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration.”. 

(b)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.,  supp.  II,  sec.  1033),  is  amended 
by  changing  the  word  “five”  to  the  word  “seven”. 

Sec.  2.  The  Farm  Credit  Act  of  1933,  as  amended,  is 
amended — 

(1)  by  adding  the  following  subsection  to  section  5 
thereof  (12  U.S.C.  1 13 li)  : 

“(f)  The  revolving  funds  created  by  subsections  (a) 

m< f  ’I'iiflo  iol  bifB  .bobnoiufs 

and  (e)  of  this  section  are  hereby  combined  into  a  single 
revolving  fund  which  shall  be  available  for  all  purposes 
for  which  both  such  funds  were  heretofore  available,  and 

f ' )  i  •  »  : • -  »  |  i  i  t •[  ? •  * ;  j  i •  -  •  \  ■  !  *  , ■ .  / )  i  {  ’  *  I  j  ( • .  1  > 

reference  in  any  provision  of  law  to  the  revolving  fund 
created  by  said  subsection  (a)  or  said  subsection  (e)  shall 
be  deemed  a  reference  to  the  single  revolving  fund  created 
by  this  subsection.”; 

(2)  by  changing  section  22  (a)  thereof  (12  U.S.C. 

1 1 3 If  (a)  )  to  read:  ? 

“  (a)  Each  production  credit  association  shall,  at  the  end 
of  each  fiscal  year,  apply  the  amount  of  its  earnings  for  such 
year  in  excess  of  operating  expenses  (including  provision 
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for  valuation  reserves  against  loan  assets  in  an  amount  equal 
to  one-half  of  1  per  centum  of  loans  outstanding  at  the  end  of 
the  fiscal  year,  to  the  extent  that  earnings  for  the  year  in 
excess  of  other  operating  expenses  permit,  but  no  additions 
thereto  shall  be  made  which  would  increase  such  reserves 
above  5  per  centum  of  loans  outstanding  at  the  end  of  the 
fiscal  year) ,  first,  to  the  restoration  of  the  impairment*"  if 
any,  of  capital;  and,  second,  to  the  establishment  and  main¬ 
tenance  of  a  surplus  account,  the  minimum  amount  of  which 
shall  be  prescribed  by  the  Federal  intermediate  credit  bank.” ; 

(3)  by  inserting  in  the  first  paragraph  of  section 
41  thereof  (12  U.S.C.  1134c)  immediately  before  the 
semicolon  at  the  end  of  clause  “(a)”  the  following: 

but  no  loan  shall  be  made  to  any  such  cooperative 
association  unless  at  least  75  per  centum,  or  such  higher 
per  centum  as  the  board  of  directors  of  a  bank  for 
cooperatives  determines,  of  the  voting  rights  are  held 
by  agricultural  producers  or  other  cooperative  asso¬ 
ciations  eligible  to  borrow  from  such  bank”  and  by  sub¬ 
stituting  in  the  second  paragraph  of  said  section  41  for¬ 
th  e  words  “as  defined  in  the  Agricultural  Marketing- 
Act,  as  amended,”  the  words  “eligible  for  loans  under 
the  foregong  provisions  of  this  section”; 

(4)  by  inserting  in  the  first  paragraph  of  section  34 
thereof  (12  IT.S.C.  1 1 34j )  immediately  before  the 


4 


semicolon  at  the  end  of  clause  “  (a)  ”  the  following: 
“,  but  no  loan  shall  be  made  to  any  such  cooperative 
association  unless  at  least  75  per  centum,  or  such  higher 
per  centum  as  the  hoard  of  directors  of  the  central 
bank  determines,  of  the  voting  rights  are  held  by  agri¬ 
cultural  producers  or  other  cooperative  associations 
eligible  to  borrow  from  such  bank”  and  by  substituting 
in  the  last  paragraph  of  said  section  34  for  the  words 
“as  defined  in  the  Agricultural  Marketing  Act,  as 
amended,”  the  words  “eligible  for  loans  under  the  fore¬ 
going  provisions  of  this  section” ;  and 

(5)  by  adding  the  following  subsection  to  section 
36  thereof  (12  U.S.C.  11341)  : 

“(d)  Notwithstanding  any  other  provision  of  this  Act, 

15  in  the  case  of  liquidation  or  dissolution  of  any  present  or 

16  former  borrower  from  a  bank  for  cooperatives,  the  hank, 

17  may,  in  accordance  with  rales  and  regulations  prescribed  by 

18  the  Farm  Credit  Administration,  retire  and  cancel  any  capi- 

19  tal  stock  or  allocated  surplus  and  contingency  reserves  or 

20  other  equity  interest,  in  the  bank  owned  by  such  borrower 

21  at  the  fair  book  value  thereof,  not  exceeding  par,  and,  to 

22  the  extent  required,  corresponding  shares  and  allocations 

23  or  other  equity  interests  held  by  the  regional  hank  in  the 

24  central  bank  shall  be  retired.”. 
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f PROCEEDING 


OF  SrKTEREST  TO  THE  DEPARTMENT  OF  AGRICULTURE 


Issued 
For  actions  of 


OFFICE  OF 
BUDGET  AND  FINANCJ 

(For  informatic 
only,  shoulci/not 
be  quoted  <?r  citec) 

August  lh/1961 
August  II,  1961 
87th-l§/,  No*  138 
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HIGHLIGBTSo  Senate  debated  foreign  aid  ,4uthdrization  bill.  Sens.  Aiken  and 
Keating  criticized  feed  grains  program/  Senatk  committee  voted  to  report  bill 
to  establish  Department  of  Urban  Affairs  and  Hotting.  Sen.  Stennis  introduced 
and  discussed  bill  to  authorize  USDA  cooperation  with  States  in  forest  research. 
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Public  Law  ii80A 

SENATE 

1.  FOREIGN  AID.  Continued  debate  on  S.  1933,  the  foreign  aidiauthorization  bill 
(pp.  14440-1,  14473,  14477-555,  14559,  14566-71).  By  a  voth  of  39  to  56, 
rejected  an  amendment  by  Sen.  Byrd,  Va.,  which  would  have  provided  for 
financing  development  loans  by  appropriations  authorized  annually  by  Congress 
rather  thari  by  long-term  borrowing  authority  as  provided  in  the  pill  (pp. 
14477-5550.  Pending  at  adjournment  was  an  amendment  by  Sen.  Saltdnstall,  for 
himself/and  Sens.  Keating,  Bush,  Dodd,  and  Morton,  to  provide  for  cb.ngres- 
siona/approval  of  development  loans  in  excess  of  $10,000,000  (p.  14^$5). 

PROGRAM.  Sen.  Keating  criticized  the  feed  grains  program,  stated  that  the 
itest  USDA  report  on  the  estimate  for  the  1961  corn  crop  "cast  a  shadow./ 
''bver  the  long-boasted  success  of  the  administration's  emergency  feed  grain 
program  for  1961,"  and  urged  the  establishment  of  a  joint  congressional  Stud) 
Commission  on  Agriculture.  Sen.  Aiken  stated  that  Sen.  Keating's  remarks 
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3. 


illustrated  why  ’'there  was  such  a  rush  to  enact  legislation  restricting 
corn  production  before  these  estimates  came  out"  and  suggested  that  "You 
have  not  seen  anything  yet.  Wait  until  you  get  the  October  and  November, 
jstimates.  Then  you  will  realize  how  futile  this  program  is."  p.  144( 

HOUSING.  The  Government  Operations  Committee  voted  to  report  (but 
actually  report)  with  amendments  S.  1633,  to  provide  for  the 
Department  of  Urban  Affairs  and  Housing,  p.  D695 


4.  EDUCATION/  The  Labor  and  Public  Welfare  Committee  voted  to  r  port  (but  did 
not  actually  report)  without  amendment  S.  2393,  to  extend  fo  1  year 
authority  for  Federal  assistance  for  schools  in  federally  pm  acted  areas, 
p.  D696 

Sens.  Engle,  Javits  and  Morse  urged  enactment  of  legislation  for  this 
purpose,  pp.  14475,  14562-5 


5.  FARM  CREDIT.  The  Subcommittee  on  Agricultural  Credit  and  Rural  Electrification 
voted  to  report  to  the  full  Agriculture  Committee  with  amendments  S.  1927, 
to  clarify  and  simplify  the  lending  operations  of  institutions  regulated  by 
the  Farm  Credit  Administration,  p.  D695 


6.  FARM  LABOR.  Sen.  Williams,  tJ.  J.,  commended/ the  "constructive  thinking  and 

planning  of  a  New  Jersey  voluntary  health/agency  in  ways  to  improve  health 
services  for  and  health  conditions  of  migratory  farm  families,"  and  urged 
enactment  of  legislation  to  provide  Federal  assistance  for  health  services 
for  migratory  farm  families.  p.NL4474 

7.  CORN.  Sen.  Mundt  stated  that  drought/ conditions  were  not  as  severe  in  S.  Dak. 

as  had  been  pictured  recently  and  inserted  an  article  on  the  scenic 
attractions  of  the  State,  "Souph  Dakotans  Corn  Palace  Recalls  Flamboyant 
Times."  pp.  14561-2  /  \ 

8.  MANPOWER  RESOURCES.  Sen.  Javits  submitted  ah  amendment  intended  to  be  proposed 

to  S.  1991,  the  proposed  Manpower  Development and  Training  Act  of  1961,  to 
authorize  the  National  .Advisory  Committee  which,  would  be  established  under 
the  bill  to  encourage /and  assist  in  the  organization  on  a  plant,  community, 
regional  or  industry  basis  of  labor-management-public  committees.  Sen. 

Javits  stated  that  ’Such  local  committees  would  provide  the  local  initiative 
which  is  essential  for  „the  success  of  the  manpower  development  and  training 
program  and  also  for  achieving  an  increase  in  the  ratexof  productivity 
growth  in  the  United  States.1,  pp,  1,4572  \ 

9.  FISH  FLOUR/  Sen.  Saltonstall  discussed  the  use  of  a  new  product,  fish  flour, 

saying,  "All  of  our  studies  indicate  that  this  powder  is  the\cheapest  source 
of  animal  protein  in  the  world",  and  inserting  the  "Summary  and  Conclusions" 
of  a  scientific  survey  of  its  use.  p.  14447  \ 

10.  IMPORTS.  Sen.  Bennett  suggested  that  the  U.  S.  "invoke  the  Trading\With  the 
Encuy  Act,  and  break  off  all  trade  with  Cuba,"  and  inserted  an  article, 
/’President  Pleads  for  Prudence- -Impatient  Nation  Taking  on  Belligerent 
Mood."  pp.  14447-8  N, 
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HIGHLIGHTS:  Senate  committee  reported  bLll^to  establish  national  hog  cholera  eradi¬ 
cation  program.  Senate  committee  voted/to  report  bill  for  lease  and  transfer  of 
tobacco  acreage  allotments.  Senate  debated  foreign  aid  authorization  bill.  House 
debated  foreign  aid  authorization  bil 


SENATE 

1.  THE  AGRICULTURE  AND  FORESTRY  COMMITTEE  reported  the  following  bills:  p.  14871 

1908t  without  amendment,  directing-  the  Secretary- o-f-Agriculture  to initi- 
ate  a  national- how  cholera. -eradication  program -in-cooperation  with- the  States 
(S,  Rapt  ■  748). 

s  amondmpnt,  ,1a  ampnd,  thi?  Perishable  Agricultural  Commodities-^Act 

ragjrrHng  faaa}  ni-ni  ho n w ng* ,  under  -frhe-Aet-  (S.  Rent 

aenV 

TyxJJ  •  # 

tih-  -R-. — 1021-,— without- -amendment )  to  extend  for  2  years  the  de-finition  o-f- 

peanuts  which  is  now  -in-e  f  iect-under . theAgr4cultural- 

as  to  exclude  from  acreage-  aLlotm&nte—aiv4  marketing-quotas  any- peanut s 
and  marfretgd •  for  ^nnjuapti-nn  ae  -hnila-d  -peanut-a-^S.  -Hep-t-. — 749  )•♦ 

S.  1927,  with  amendment,  to  clarify  and  simplify  the  lending  operations  of 
institutions  regulated  by  the  Farm  Credit  Administration  (S.  Rept.  747). 

BACCO.  The  Agriculture  and  Forestry  Committee  voted  to  report  (but  did  not 
actually  report)  with  amendment  H.  R.  1022,  to  provide  for  the  lease  and  trans¬ 
fer  of  tobacco  acreage  allotments,  p.  D716 
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FOREIGN  AID.  Continued  debate  on  S.  1983,  the  foreign  aid  authorization  bill 
(pp.  14895-935,  14937-40).  By  a  vote  of  51  to  43,  agreed  to  an  amendment  b\ 
Sen.  Ellender  to  reduce  from  $1,900  million  to  $1,700  million  the  authorisation 
r  development  loans  for  each  of  the  fiscal  years  1963  through  1966  (pp^ 

14^914- 7).  Agreed  to  a  unanimous  consent  agreement  providing  that  beginning 
Thur-s. ,  Aug.  17,  further  debate  will  be  limited  to  1  hour  on  any  amendment  and 
to  6  \purs  on  final  passage  of  the  bill  (p.  14934). 

Sen\Humphrey  submitted  an  amendment  intended  to  be  proposed  to/the  bill  to 
provide  \hat  in  the  administration  of  technical  assistance,  the  Administrator 
shall  "utrlize  to  the  fullest  extent  practicable,  the  facilities  and  resources 
of  the  Federal  agency  or  agencies  with  primary  responsibilities  for  domestic 
programs  in  s\^ch  field."  p.  14872 


4. 


DISASTER  RELIEF.  \The  Public  Works  Committee  reported  without  amendment  S.  1742, 
to  authorize  Federal  assistance  to  Guam,  American  Samoa/  and  the  Trust  Terri¬ 
tory  of  the  Pacific's! slands  in  major  disasters  (S.  Repc.  758).  p.  14943 


WATERSHEDS.  The  Agriculture  and  Forestry  Committee /approved  the  following 
watershed  projects:  Bigv Creek,  Ark.,  Ulatis  Creek,  Calif.,  South  Branch, 

Park  River,  Conn.,  Frog  Creek,  Kans.,  Humphrey-Clanton  Creek,  Ky. ,  South  Branch 
Cass  River,  Mich.,  Plum  Cre^k,  Nebr.  ,  Upper  Rep  Rock  Creek,  Okla. ,  and  Houser 
Creek,  Tenn.  p.  D716 


6.  FARM  LABOR.  Sen.  Morse  inserted\re solution^  adopted  by  the  American  Baptist 
Convention,  including  a  resolution  favoring  Federal  aid  to  improve  conditions 
for  migratory  farm  workers,  pp.  l\868/71 


7.  EDUCATION.  Sen.  McNamara  submitted  afn\amendment  he  intends  to  propose  to 

provide  for  a  2-year  extension  of /Federal  assistance  for  schools  in  federally 
impacted  areas,  p.  14872 


8.  FOREIGN  TRADE.  Sen.  Proxmire  Expressed  concern  over  the  "Soviet  economic 
offensive,"  stated  that  the /"Soviet  trade  challenge  looms  as  a  significant 
factor  in  the  shaping  of  o^r  foreign  policy  toward  many  sensitive  areas  of  the 
world,"  and  inserted  several  items  relating  to  lK  S.  and  Soviet  trade  with 
other  nations,  pp.  148,80-92 


HOUSE 


9.  FOREIGN  AID.  Continued  debate  on  H.  R.  8400,  the  foreigk  aid  authorization 
bill  (pp.  14945rl5005)  .  By  a  vote  of  197  to  185,  agreed\o  an  amendment  by 
Rep.  Morgan,  ps  modified  by  a  substitute  amendment  by  Rep. \Saund,  to  strike 
out  the  provision  authorizing  development  loans  over  a  5-year  period  to  be 
financed  by  Treasury  borrowings,  and  to  authorize  instead  appropriations  of 
$1,200,000,000  for  the  fiscal  year  1962  for  development  loans,  \o  be  available 
until  expended  (pp.  14991-15005). 


10.  EDUCATIONAL  EXCHANGES.  Rep.  Hays  discussed  his  bill  H.  R.  8666,  to  provide  for 
educational  and  cultural  exchanges,  saying,  "The  proposals  containedln  this 
bill  are  a  necessary  first  step  toward  improvement  in  a  vital  area  of  our  in¬ 
ternational  affairs."  pp.  15005-6 


11/  WATER  COMPACTS.  The  Interior  and  Insular  Affairs  Committee  reported  without  N 
amendment  S.  2245,  to  extend  the  time  for  negotiation  of  certain  compacts  by 
the  States  of  Nebraska,  Wyoming,  and  South  Dakota  (H.  Rept.  952).  p.  15015 
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Mr.  Holland,  from  the  Committee  on  Agriculture  and  Forestry, 

submitted  the  following 

REPORT 

[To  accompany  S.  1927] 

The  Committee  on  Agriculture  and  Forestry,  to  whom  was  referred 
the  bill  (S.  1927)  to  amend  further  the  Federal  Farm  Loan  Act  and 
the  Farm  Credit  Act  of  1933,  as  amended,  and  for  other  purposes, 
having  considered  the  same,  report  thereon  with  a  recommendation 
that  it  do  pass  with  amendments. 

Hearings 

Hearings  were  conducted  on  June  6,  9,  and  14  by  the  Subcommittee 
on  Agricultural  Credit  and  Rural  Electrification. 

Short  Explanation  of  Bill 

S.  1927  makes  several  technical  changes  in  the  laws  relating  to  the 
cooperative  credit  system  regulated  by  the  Farm  Credit  Adminis¬ 
tration.  With  the  committee  amendments,  the  bill  would — 

(1)  Permit  installment  payments  on  Federal  land  bank  loans 
to  be  scheduled  more  frequently  than  semiannually; 

(2)  Permit  Federal  land  bank  loans  to  be  made  to  a  farming 
corporation  if  owners  of  its  stock  assume  personal  liability  to  the 
extent  prescribed  by  the  Farm  Credit  Administration  (instead 
of  the  present  requirements  that  owners  of  75  percent  of  the  stock 
are  farming  the  farm  and  owners  of  a  like  amount  assume  per¬ 
sonal  liability) ; 

(3)  Increase  the  maximum  maturity  for  loans  or  discounts 
by  the  Federal  intermediate  credit  banks  to  7  years  (from  5) ; 
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(4)  Combine  the  revolving  funds  available  for  subscription 
to  stock  of  production  credit  associations  and  Federal  interme¬ 
diate  credit  banks ; 

(5)  Require  each  production  credit  association  to  set  aside  each 
year  earnings  equal  to  y2  percent  of  its  outstanding  loans  for  a 
bad  debt  reserve  until  such  reserve  equals  3 y2  percent  of  outstand¬ 
ing  loans,  after  which  increases  in  the  reserve  are  permitted  but 
not  required ; 

(6)  Permit  retirement  of  interests  in  any  bank  for  coopera¬ 
tives  held  by  a  cooperative  which  is  liquidated  or  dissolved. 

Committee  Amendments 

First,  in  lieu  of  requiring  a  bad  debt  reserve  to  be  accumulated  by 
each  production  credit  association  until  it  reaches  5  percent  of  out¬ 
standing  loans,  and  limiting  it  to  that  amount;  the  committee  rec¬ 
ommends  that  the  bad  debt  reserve  be  required  to  be  accumulated 
until  it  reaches  Sy2  percent  of  outstanding  loans,  and  thereafter  be 
permitted  to  be  accumulated  as  may  appear  necessary.  It  is  intended 
that  the  bad  debt  reserve  of  ?>y2  percent  required  by  the  bill  will  be 
deemed  reasonable  for  the  purpose  of  deductions  under  section  166(c) 
of  the  Internal  Revenue  Code  of  1954,  and  that  the  reasonableness 
of  any  additions  above  3(4  percent  would  be  determined  administra¬ 
tively  in  each  case  by  the  Internal  Revenue  Service.  Since  1945, 
the  first  year  for  which  any  production  credit  association  was  re¬ 
quired  to  file  an  income  tax  return,  the  Internal  Revenue  Service 
has  questioned  the  reasonableness  of  the  reserves  of  production  credit 
associations,  disallowing  deductions,  and  requiring  the  associations 
to  pay  taxes  under  protest  and  sue  to  recover  the  overpayment. 
Twenty-three  such  suits  have  been  filed.  In  17  the  associations' 
claims  was  allowed  in  full.  In  three  cases  a  substantial  part  of  their 
claims  were  allowed,  and  in  three  cases  the  claims  were  not  allowed. 
It  is  quite  apparent  that  no  association  can  at  present  set  up  a  rea¬ 
sonable  reserve,  except  at  its  peril;  and  this  question  should  be  set 
to  rest,  at  least  insofar  as  reserves  not  exceeding  314  percent  are  con¬ 
cerned.  The  courts  have  approved  reserves  as  high  as  4.76,  4.65, 
4.49,  4.33,  4.15,  4.09,  3.88,  and  3.76  percent,  so  that  314  percent  is  mani¬ 
festly  reasonably.  With  respect  to  reserves  above  Sy2  percent,  the 
question  of  reasonableness  would  be  left  to  determination  on  an  indi¬ 
vidual  case  basis. 

Second,  the  committee  recommends  striking  sections  2(3)  and  2(4) 
of  the  bill,  which  would  permit  the  banks  for  cooperatives  to  make 
loans  to  a  cooperative  if  75  percent  of  its  voting  rights  are  held  by 
agricultural  producers  or  other  cooperative  associations  eligible  to 
borrow  from  such  bank.  At  present  the  law  is  construed  to  require 
90  percent  of  the  cooperatives’  voting  rights  to  be  held  by  producers 
or  other  eligible  cooperatives  before  the  cooperatives  can  be  eligible 
for  a  loan.  The  committee  felt  that  the  banks  for  cooperatives  were 
established  to  care  for  the  borrowing  needs  of  farmer  cooperatives 
as  described  in  the  Agricultural  Marketing  Act,  as  that  act  has  been 
long  understood;  and  that  it  would  not  be  wise  to  extend  their  au¬ 
thority  in  this  manner,  but  might  result  in  greater  friction  with  com¬ 
mercial  lending  institutions. 
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General  Statement 

As  reported  by  the  committee,  the  bill  consists  of  six  amendments 
to  the  Federal  Farm  Loan  Act  and  the  Farm  Credit  Act  of  1933  to 
improve  the  lending  service  and  other  operations  of  the  cooperative 
system  of  associations  and  banks  which  are  regulated  by  the  Farm 
Credit  Administration.  There  are  two  amendments  which  concern 
the  Federal  land  banks,  three  which  concern  the  Federal  intermediate 
credit  banks  and  production  credit  associations,  and  one  which  con¬ 
cerns  the  banks  for  cooperatives.  Before  explaining  the  provisions 
of  the  bill  in  detail,  background  information  as  to  the  banks  and  asso¬ 
ciations  concerned  and  as  to  the  Farm  Credit  Administration,  which 
has  their  supervision,  will  be  given. 

Background — Cooperative  Farm  Credit  System 

The  United  States  is  divided  into  12  farm  credit  districts  consist¬ 
ing  of  from  one  to  eight  States.  There  are  in  each  district  a  Federal 
land  bank,  from  35  to  110  Federal  land  bank  associations,  a  Federal 
intermediate  credit  bank,  from  26  to  80  production  credit  associa¬ 
tions,  and  a  bank  for  cooperatives.  In  each  district,  the  Federal  land 
bank  makes  long-term  land  mortgage  loans  to  farmers  through  the 
land  bank  associations;  the  production  credit  associations  make  short - 
and  intermediate-term  loans  to  farmers  and  ranchers  with  funds  ob¬ 
tained  by  rediscounting  the  loans  with  the  Federal  intermediate  credit 
bank  which  also  discounts  agricultural  loans  made  by  other  financing 
institutions;  and  the  bank  for  cooperatives  makes  loans  to  cooperative 
associations  which  are  engaged  in  marketing,  purchasing  farm  sup¬ 
plies,  or  rendering  farm  business  services. 

Each  district  has  a  farm  credit  board  which  also  serves  as  the 
board  of  directors  of  each  of  the  three  banks.  Each  district  board 
consists  of  seven  members,  two  elected  by  the  Federal  land  bank  asso¬ 
ciations,  two  elected  by  the  production  credit  associations,  one  elected 
by  the  stockholders  of  the  bank  for  cooperatives,  and  two  appointed 
by  the  Governor  of  the  Farm  Credit  Administration  with  the  concur¬ 
rence  of  the  Federal  Farm  Credit  Board.  (The  Government  capital 
in  the  bank  for  cooperatives  in  six  of  the  districts  has  been  retired 
to  a  point  which  entitles  the  stockholders  of  the  bank  to  elect  a  second 
member  of  the  district  board,  leaving  only  one  to  be  appointed  by 
the  Governor  in  those  six  districts,  effective  with  1962.)  Each  land 
bank  association  and  production  credit  association  has  its  oavii  board 
of  directors  which  is  elected  by  the  members  Avho  obtained  loans 
through  or  from  the  association.  There  is  a  Central  Bank  for  Cooper¬ 
atives  located  in  the  District  of  Columbia,  which  has  a  separate  board 
of  directors. 

The  activities  of  these  37  banks  and  about  1,280  local  associations 
are  subject  to  supervision,  examination,  and  coordination  by  the 
Farm  Credit  Administration  which  is  an  independent  agency  in  the 
executive  branch  of  the  U.S.  Government.  The  agency  consists  of 
the  Federal  Farm  Credit  Board,  the  GoArernor,  and  other  officers  and 
employees. 

The  Federal  Farm  Credit  Board  is  a  part-time,  policymaking 
Board  which  consists  of  13  members,  12  of  whom  are  appointed  by 
the  President  with  the  advice  and  consent  of  the  Senate.  In  making 
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the  appointments,  one  from  each  of  the  farm  credit  districts,  the 
President  is  required  to  receive  and  consider  nominations  by  the 
three  user  groups  in  each  district  (i.e.,  the  Federal  land  bank  associa¬ 
tions,  the  production  credit  associations,  and  the  stockholders  of  the 
bank  for  cooperatives) .  The  13th  member  of  the  Board  is  designated 
by  the  Secretary  of  Agriculture  as  his  representative  on  the  Board. 

Under  the  general  supervision  and  direction  of  the  Federal  Farm 
Credit  Board,  the  Governor  is  responsible  for  the  execution  of  the 
laws  creating  the  powers,  functions,  and  duties  of  the  Farm  Credit 
Administration.  Expenses  of  the  Farm  Credit  Administration  are 
not  paid  from  Treasury  funds  but  are  paid  through  assessments 
against  the  banks  and  associations  of  the  system. 

Background — Federal  Land  Banks 

Established  in  1917  to  make  long-term  land  mortgage  loans  to 
farmers,  the  Federal  land  banks  were  originally  capitalized  by  the 
U.S.  Government,  which  also  provided  additional  capital  during  the 
1930’s,  but  the  last  of  such  Government  capital  was  retired  in  1947. 
Each  borrower  from  a  Federal  land  bank  is  required  to  become  a 
member  of  the  Federal  land  bank  association  through  which  his  loan 
is  made.  The  borrower  buys  capital  stock  of  the  association  in  an 
amount  equal  to  5  percent  of  the  face  amount  of  the  loan  and  the  as¬ 
sociation  is  required  to  purchase  an  equal  amount  of  stock  in  the  Fed¬ 
eral  land  bank  of  the  district.  By  this  means  all  the  capital  stock  of 
the  791  Federal  land  bank  associations  is  owned  by  their  farmer- 
members  and  the  associations  in  turn  have  owned  all  of  the  stock  of 
the  Federal  land  banks  since  1947.  On  December  31,  1960,  the  com¬ 
bined  net  worth  of  all  Federal  land  banks  and  Federal  land  bank  as¬ 
sociations  were  approximately  $520  million.  The  loan  funds  of  the 
Federal  land  banks  are  obtained  primarily  through  the  sale  of  con¬ 
solidated  bonds  to  the  investing  public. 

A  Federal  land  bank  loan  must  be  secured  by  a  first  mortgage  on 
the  farm  or  ranch  of  the  borrower.  The  amount  loaned  in  any  case 
may  not  exceed  65  percent  of  the  appraised  normal  value  of  the  farm 
or  ranch  offered  as  security,  plus  the  amount  of  the  stock  required  to 
be  purchased  ( 5  percent  of  the  face  amount  of  the  loan) .  Since  the 
banks  obtain  their  loan  funds  chiefly  through  the  sale  of  consolidated 
bonds  to  the  investing  public,  interest  on  loans  made  to  farmers  varies 
with  the  cost  of  money  and  differences  in  administrative  cost.  At  the 
present  time,  two  of  the  banks  are  making  loans  at  6  percent,  one  at 
5 %  percent,  and  nine  charge  an  interest  rate  of  5y2  percent.  A  land 
bank  loan  may  not  be  made  for  more  than  40  years  but  most  of  them 
have  maturities  of  20  to  35  years.  Presently  there  are  some  380,000 
land  bank  loans  outstanding  in  the  approximate  amount  of  $2.7 
billion. 

Background — Federal  Intermediate  Credit  Banks  and  Production 

Credit  Associations 

The  Federal  intermediate  credit  banks  were  established  in  1923 
but  it  was  not  until  1933  that  the  production  credit  associations  were 
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authorized  by  Congress.  The  associations  make  short-  and  inter¬ 
mediate-term  loans  to  farmers  and  ranches.  To  obtain  funds  with 
which  to  do  so,  the  associations  rediscount  their  loans  with,  or  borrow 
from,  the  Federal  intermediate  credit  bank  of  the  district.  The  Fed¬ 
eral  intermediate  credit  banks  also  lend  to  and  discount  agricultural 
loans  for  other  financing  institutions,  principally  State-chartered,  pri¬ 
vately  capitalized  agricultural  credit  corporations  and  livestock  loan 
companies,  but  over  90  percent  of  the  business  of  the  credit  banks  is 
with  the  production  credit  associations. 

The  Federal  intermediate  credit  banks  were  originally  capitalized 
by  the  U.S.  Government  but,  pursuant  to  changes  made  by  the  Farm 
Credit  Act  of  1956,  the  credit  banks  are  now  being  converted  from 
Government  to  private  ownership  and  eventually  their  capital  stock 
will  be  owned  entirely  by  the  production  credit  associations.  As  re- 
quired  under  the  1956  act,  the  production  credit  associations  purchased 
stock  in  the  banks  equal  to  15  percent  of  the  stock  of  the  banks  owned 
by  the  Government  as  of  January  1,  1957,  and  the  proceeds  ($13,112,- 
01.5)  were  used  to  retire  a  corresponding  amount  of  Government 
stock.  Some  Government  stock  ($453,865)  also  has  been  retired  out 
of  earnings  of  the  banks.  As  a  result  of  these  two  types  of  retire¬ 
ments,  the  sum  of  $13,565,880  was  paid  into  the  Treasury  as  miscella¬ 
neous  receipts.  However,  an  even  greater  amount  of  stock  in  the  banks 
has  had  to  be  purchased  by  the  Government  out  of  the  revolving  fund 
available  for  that  purpose  in  order  to  enable  the  banks  to  meet  the 
credit  needs  of  farmers  and  stockmen  in  their  districts.  Further  re¬ 
tirements  of  Government  stock  are  to  be  made  out  of  earnings  as 
the  capital  needs  of  the  banks  permit  and  the  associations  will  acquire 
further  stock  in  the  banks  as  patronage  refunds. 

As  of  December  31, 1960,  the  capital  stock  of  the  Federal  intermedi¬ 
ate  credit  banks  owned  by  the  Government  totaled  $93.2  million ;  the 
capital  stock  of  the  banks  owned  by  the  production  credit  associa¬ 
tions  totaled  $23.6  million;  participation  certificates  owned  by  other 
financing  institutions  amounted  to  $841,000;  and  such  amounts,  to¬ 
gether  with  accumulated  earnings  of  $74.6  million,  gave  the  inter¬ 
mediate  credit  banks  a  combined  net  worth  of  $192.2  million.  The 
loan  funds  of  the  intermediate  credit  banks  are  obtained  chiefly 
through  the  sale  of  consolidated  debentures  to  the  investing  public 
so  that  the  interest  and  discount  rates  which  the  banks  charge  de¬ 
pend  upon  the  rates  of  interest  which  the  banks  have  to  pay  on  their 
debentures. 

Initially  the  production  credit  associations,  of  which  there  now  are 
488,  were  almost  entirely  capitalized  by  the  Government.  This 
capital  was  gradually  retired  as  farmers  purchased  substantial 
amounts  of  stock  in  the  associations.  Each  borrower  from  a  produc¬ 
tion  credit  association  is  required  to  own  class  B  (voting)  stock  in 
the  association  in  an  amount  equal  to  5  percent  of  the  amount  of  the 
loan.  Two  years  after  the  holder  ceases  to  be  a  borrower,  class  B 
stock  is  converted  into  class  A  stock  and  many  farmers  have  also 
voluntarily  invested  in  class  A  stock  of  the  associations.  As  of  De¬ 
cember  31,  1960,  the  Government  held  capital  stock  in  only  20  of  the 
production  credit  associations,  for  a  total  of  $900,000;  the  member- 
owned  stock  of  all  of  the  associations  amounted  to  $175.1  million; 
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and  such  amounts,  together  with  accumuated  earnings  of  $126  mil¬ 
lion,  made  the  combined  net  worth  of  all  the  production  credit  asso¬ 
ciations  $302  million. 

Loans  by  the  production  credit  associations  are  usually  on  a  budget 
basis  for  periods  up  to  1  year.  Some  loans  for  capital  purposes  are 
made  for  intermediate  terms  up  to  5  years.  The  loans  are  usually 
secured  by  chattel  mortgages  on  crops,  livestock,  and  machinery,  but 
unsecured  loans  are  made  in  appropriate  cases.  Since  the  associations 
obtain  their  loan  funds  by  rediscounting  farmers’  notes  with  the  Fed¬ 
eral  intermediate  credit  banks,  interest  rates  are  determined  largely  by 
the  cost  of  money  to  those  banks.  At  the  present  time  the  interest 
rates  charged  by  the  associations  vary  but  the  most  prevalent  rate  is 
6  percent. 

Background — Banks  for  Cooperatives 

The  banks  for  cooperatives  were  organized  under  the  Farm  Credit 
Act  of  1933.  They  make  loans  to  farmers’  marketing,  purchasing,  and 
service  cooperatives.  Three  distinct  types  of  loans  are  made :  com¬ 
modity,  operating  capital,  and  facility  loans.  Since  the  loan  funds 
of  the  banks  for  cooperatives,  other  than  those  available  from  their 
capital  and  sui'plus,  are  obtained  from  the  sale  of  consolidated  deben¬ 
tures  to  the  investing  public,  interest  rates  charged  by  the  banks  for 
cooperatives  depend,  to  a  large  extent,  upon  the  rates  they  have  to  pay 
on  their  debentures.  Interest  rates  vary  with  the  type"  and  term  of 
loan  and  between  banks.  At  the  present  time,  interest  rates  charged 
by  the  banks  for  cooperative  range  from  a  low  of  4  percent  to  a  high 
of  51/0  percent. 

The  banks  for  cooperatives  were  capitalized  by  the  United  States 
out  of  the  revolving  fund  from  which  the  Federal  Farm  Board  previ¬ 
ously  made  loans  to  cooperatives  under  the  Agricultural  Marketing 
Act  of  1929.  Since  the  Farm  Credit  Act  of  1955,  the  Government 
capital  in  the  banks  for  cooperatives  is  being  systematically  retired  by 
the  creation  of  permanent  capital  contributed  by  the  users  of  the  banks. 

Effective  since  January  1,  1956,  borrowers  from  the  banks  for  co¬ 
operatives  are  required  to  purchase  class  C  (voting)  stock  in  the  banks 
in  an  amount  related  to  the  quarterly  interest  payments  on  their  loans 
(from  10  to  25  percent  as  determined  by  the  bank  with  the  approval 
of  the  Farm  Credit  Administration).  Also,  the  net  earnings  of  the 
banks,  after  reserves,  franchise  taxes,  and  certain  dividends  are  pro¬ 
vided  for,  are  required  to  be  distributed  in  class  C  stock  to  the  bor¬ 
rowing  cooperatives.  Class  A  (Government-owned)  stock  of  the 
banks  is  required  to  be  retired  each  year  in  an  amount  equal  to  the 
amount  of  class  C  stock  issued  for  that  year.  Thus,  funds  from  regu¬ 
lar  investments  in  class  C  stock  by  the  borrowers  and  from  net  earn¬ 
ings  of  the  banks  are  being  used  to  retire  Government  capital.  In  this 
manner,  some  $32  million  of  Government  capital  has  been  retired 
since  1955. 

As  of  December  31, 1960,  the  capital  stock  of  the  banks  for  coopera¬ 
tives  owned  by  the  Government  totaled  $118  million;  the  capital  stock 
of  the  banks  owned  by  borrowers  and  others  totaled  $48  million;  and 
such  amounts,  together  with  accumulated  earnings  of  $104  million, 
gave  the  banks  for  cooperatives  a  combined  net  worth  of  $270  million. 
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Explanation  of  Bill  (With  Committee  Amendment) 

AMENDMENTS  TO  FEDERAL  FARM  LOAN  ACT 

Section  1(a)(1):  To  'permit  amortization  plan  for  Federal  land 
bank  loans  to  provide  for  installments  more  frequently  than  semian¬ 
nually.  The  long-term  farm  mortgage  loans  made  by  the  Federal 
land  banks  are  usually  repayable  by  means  of  annual  or  semiannual 
installments  which  include  not  only  interest  but  also  such  amounts  to 
be  applied  on  principal  as  will  extinguish  the  debt  within  the  agreed 
term  of  the  loan  which  usually  is  20  to  35  years  and  may  not  exceed 
40  years.  Under  existing  law  (12  U.S.C.,  Supp.  II,  771  Second), 
the  amortization  plan  may  not  require  such  repayments  more  fre¬ 
quently  than  semiannually.  The  purpose  of  section  1(a)(1)  of  the 
Dill  is  to  permit  the  amortization  plan  for  Federal  land  bank  loans 
to  provide  for  installments  more  frequently  than  semiannually.  This 
would  be  accomplished  by  substituting  “a  fixed  number  of  one  or 
more  installments  each  year”  for  “a  fixed  number  of  annual  or  semi¬ 
annual  installments”  in  section  12  Second  of  the  Federal  Farm  Loan 
Act,  as  amended  (12  U.S.C.,  Supp.  II,  771  Second).  While  it  is 
expected  that,  most  land  bank  loans  would  continue  to  be  made  on 
an  annual  or  a  semiannual  installment  plan,  it  is  deemed  desirable 
to  permit  repayments  more  frequently  than  semiannually  where  there 
is  more  in  line  with  the  borrower’s  income  pattern. 

Section  1  (a)  (2)  :  To  amend  eligibility  requirements  for  Federal 
land  bank  loans  to  farming  corporations.  The  basic  eligibility  re¬ 
quirement  for  a  Federal  land  bank  loan  is  found  in  section  12  Sixth 
of  the  Federal  Farm  Loan  Act,  as  amended  (12  U.S.C.  771  Sixth)  : 

Xo  such  loan  shall  be  made  to  any  person  who  is  not  at  the 
time,  or  shortly  to  become,  engaged  in  farming  operations 
or  to  any  other  person  unless  the  principal  part  of  his  income 
is  derived  from  farming  operations. 

As  so  used,  the  term  ‘‘person”  is  defined  in  the  law  to  include  “a  cor¬ 
poration  engaged  in  farming  operations.”  However,  in  the  case  of  a 
corporation,  the  existing  law  further  specifies,  in  effect,  that  no  loan 
shall  be  made  (a)  unless  at  least  75  percent  in  value  and  number  of 
shares  of  the  stock  of  the  corporation  is  owned  by  individuals  them¬ 
selves  personally  actually  engaged  in  farming  operations  on  the  farm 
to  be  mortgaged  as  security  for  the  loan,  and  (b)  unless  the  owners  of 
a  like  amount  of  stock  assume  personal  liability  for  the  loan. 

That  the  present  requirements  are  overly  restrictive  appears  to  be 
demonstrated  by  the  fact  that  in  19(50  only  117  out  of  a  total  of  43,404 
land  bank  loans  were  made  to  corporations.  For  requirements  (a) 
and  (b)  noted  above,  the  bill  would  substitute  that,  in  order  for  a 
corporation  to  be  eligible  for  a  loan,  the  principal  part  of  its  income 
must  be  derived  from  farming  operations  and  owners  of  stock  in 
the  corporation  must  assume  personal  liability  for  the  loan  to  the  ex¬ 
tent  required  under  rules  and  regulations  prescribed  by  the  Farm 
Credit  Administration.  This  would  afford  more  flexibility  and  per¬ 
mit  loans  to  corporations  with  fewer  stockholders  assuming  personal 
liability  than  is  now  required;  but  it  is  expected  that  full  personal 
liability  will  always  be  required  of  at  least  one  or  more  of  the  responsi¬ 
ble  stockholders. 
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The  corporate  method  of  organization  is  increasingly  being  used 
by  families  as  a  means  of  facilitating  the  transfer  of  the  farm,  and 
allocating  interest  among  family  members,  and  as  a  means  of  avoid¬ 
ing  the  necessity  of  liquidating  the  farm  at  the  time  of  death  of  the 
parents.  Where  only  one  of  several  family  members  holding  equal 
amounts  of  stock  remains  on  the  farm,  the  Federal  land  bank  can¬ 
not  now  make  a  loan  to  the  corporation.  The  purpose  of  this  section 
is  to  provide  for  situations  of  the  type  just  described  and  not  to  pro¬ 
vide  for  loans  to  corporations  formed  by  unrelated  investors,  none 
of  whom  participate  in  the  farming  operations. 

Section  1  (b)  :  To  increase  from  5  to  7  years  the  maximum  maturity 
'permitted  for  loans ,  advances ,  or  discounts  by  a  Federal  intermediate 
credit  bank.  The  Federal  intermediate  credit  banks  make  loans  to, 
and  discount  agricultural  paper  for,  the  production  credit  associa¬ 
tions  and  other  financing  institutions  which  make  loans  to  farmers 
and  ranchers.  Under  section  202(c)  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.  1033),  the  loans  made  or  discounted  by  a 
Federal  intermediate  credit  bank  may  not  have  a  maturity  of  more 
than  5  years  from  the  date  made  or  discounted  by  the  bank.  To  be 
eligible  for  discount  at  a  Federal  intermediate  credit  bank,  therefore, 
the  loans  made  to  farmers  and  ranchers  by  the  production  credit  asso¬ 
ciations  and  other  financing  institutions  may  not  have  a  maturity  of 
more  than  5  years  at  the  time  of  such  discount.  Section  1(b)  would 
increase  the  permissible  maturity  from  5  to  7  years.  It  is  to  be  ex¬ 
pected  that  most  intermediate-term  loans  discounted  by  the  credit 
banks  will  continue  to  fall  within  the  2-  to  5-year  range.  In  indi¬ 
vidual  cases,  though,  a  6-  or  7-year  maturity  may  be  needed  to  liqui¬ 
date  obligations  incurred  for  capital  purposes. 

AMENDMENTS  TO  FARM  CREDIT  ACT  OF  193  3 

Section  2(1)  :  To  combine  the  Federal  intermediate  credit  bank 
and  production  credit  association  revolving  funds  into  a  single  fund 
available  for  the  same  purposes.  There  now  are  two  revolving  funds 
which  were  established  as  provided  for  in  section  5  of  the  Farm 
Credit  Act  of  1933,  as  amended  (12  U.S.C.  1131i).  Under  subsection 
(a)  thereof,  there  is  a  revolving  fund  of  $60  million  which  is  avail¬ 
able  for  subscriptions  to  the  capital  stock  of  production  credit  asso¬ 
ciations  (12  U.S.C.  1131c,  1131e-l  (a) ) .  Under  subsection  (e)  thereof, 
there  is  authorized  a  revolving  fund  of  $70  million  of  which  $40  mil¬ 
lion  is  now  available  for  subscriptions  to  the  capital  stock  of  the 
Federal  intermedaite  credit  banks  (12  U.S.C.  1061(a)(1)). 

The  Government  now  holds  capital  stock  in  only  20  of  the  488  pro¬ 
duction  credit  associations  and  it  is  apparent  that  not  all  of  the 
fund  available  for  capitalizing  production  credit  associations  will  be 
needed  by  such  associations.  On  the  other  hand,  the  Federal  inter¬ 
mediate  credit  banks  are  expected  to  require  larger  capital  stock  sub¬ 
scriptions  than  could  be  made  from  the  separate  fund  now  available 
to  them.  Under  the  law,  the  debentures  and  similar  obligations  is¬ 
sued  for  a  Federal  intermediate  credit  bank  and  other  borrowings 
may  not  exceed  10  times  the  surplus  and  paid-in  capital  of  the  bank 
(12  U.S.C.  1041).  Since  the  funds  witli  which  a  credit  bank  makes 
loans  and  discounts  are  obtained  through  the  sale  of  debentures  and 


AMENDMENTS  TO  FARM  CREDIT  LAWS 


9 


other  borrowings,  it  follows  that  as  its  business  increases  and  more 
debentures  are  issued,  the  paid-in  capital  of  the  bank  must  be  in¬ 
creased  in  order  to  stay  within  the  statutory  maximum  ratio  of  10 
to  1. 

At  the  time  of  the  enactment  of  the  Farm  Credit  Act  of  1956,  it 
was  recognized  that  it  might  become  advisable  to  make  some  of  the 
production  credit  association  revolving  fund  available  for  the  purposes 
of  the  Federal  intermediate  credit  bank  revolving  fund.  Section 
2(1)  of  the  bill  would  do  this  by  combining  the  two  funds  into  a 
single  revolving  fund,  all  of  which  then  would  be  available  for  invest¬ 
ment  in  capital  stock  of  production  credit  associations  and  Federal 
intermediate  credit  banks  on  the  same  terms  as  now. 

Section  2(2)  :  To  prescribe  amount  of  reserves  for  bad  debts  to  be 
established  by  production  credit  associations .  The  production  credit 
associations  are  organized  and  operate  under  the  terms  of  the  Farm 
Credit  Act  of  1933,  as  amended,  to  make  loans  to  farmers  and  ranch¬ 
ers.  They  are  chartered  and  regulated  by  the  Farm  Credit  Admin¬ 
istration  and  also  are  under  the  more  local  supervision  of  the  Federal 
intermediate  credit  bank  in  each  district.  Section  22(a)  of  the  Farm 
Credit  Act  of  1933,  as  amended  (12  U.S.C.  1131f(a)),  now  directs 
how  a  production  credit  association  shall  apply  its  earnings  in  excess 
of  operating  expenses  at  the  end  of  each  fiscal  year,  but  it  makes  no 
more  specific  provision  for  a  reserve  for  bad  debts  than  that  “pro¬ 
vision  for  reasonable  valuation  reserves”  shall  be  included  as  an  oper¬ 
ating  expense. 

Section  2(2)  of  the  bill  would  amend  the  existing  law  so  that  each 
production  credit  association  would  be  required,  in  applying  its  earn¬ 
ings  at  the  end  of  each  fiscal  year,  to  include  as  an  operating  expense 
provision  for  valuation  reserves  against  loan  assets  in  an  amount 
equal  to  one-half  of  1  percent  of  loans  outstanding  at  the  end  of  the 
fiscal  year.  This  would  be  required  to  the  extent  that  earnings  for 
the  year  in  excess  of  other  operating  expenses  permit.  As  introduced, 
the  bill  would  have  provided  that  no  additions  are  to  be  made  to  the 
valuation  reserves  which  would  increase  such  reserves  above  5  percent 
of  loans  outstanding  at  the  end  of  the  fiscal  year.  As  amended  by  the 
committee,  annual  additions  are  required  to  be  made  to  such  bad  debt 
reserves  until  they  equal  or  exceed  31/2  percent  of  loans  outstanding 
at  the  end  of  the  fiscal  year.  Beyond  such  3 14  percent  further  addi¬ 
tions  to  such  reserves  are  not  required  but  may  be  made.  This  is 
designed  to  provide  for  bad  debt  reserves  in  an  amount  which  will  be 
adequate  for  the  sound  operat  ion  of  an  association.  It  also  is  intended 
and  assumed  that  the  additions  to  bad  debt  reserves  which  a  produc¬ 
tion  credit  association  is  required  to  make  under  the  Farm  Credit 
Act  of  1933,  as  so  amended,  i.e.,  up  to  3 y2  percent  of  outstanding- 
loans,  would  be  accepted  as  reasonable  for  Federal  income  tax  pur¬ 
poses.  Any  voluntary  additions  beyond  such  3p£  percent,  though, 
would  continue  to  be  subject  to  determination  by  the  Internal  Revenue 
Service  as  to  whether  they  are  reasonable  for  tax  purposes. 

As  provided  by  Congress  (12  U.S.C.  1138c).  the  production  credit 
associations  are  instrumentalities  of  the  l  nited  States  and,  while  the 
United  States  holds  any  class  A  stock  in  such  an  association,  it  is 
exempt  from  taxation — Federal  and  State— except  that  any  real  prop¬ 
erty  and  any  tangible  personal  property  is  subject  to  taxation  to  the 

S.  Rept.  747,  S7-1 - 2 


10 


AMENDMENTS  TO  FARM  CREDIT  LAWS 


same  extent  as  other  similar  property  is  taxed.  When  a  production 
credit  association  retires  all  of  its  class  A  stock  held  by  the  Govern¬ 
ment,  the  association  becomes  subject  to  Federal  income  tax.  Since  the 
Government  holds  class  A  stock  in  only  13  of  the  associations,  this 
means  that  the  other  475  associations  out  of  a  total  of  488  are  now 
subject  to  Federal  income  tax. 

The  first  of  the  production  credit  associations  to  file  Federal  income 
tax  returns  began  doing  so  for  1945.  Since  then,  a  question  frequently 
raised  by  the  Internal  Revenue  Service  is  whether  the  amount  added 
by  an  association  to  its  bad  debt  reserves  is  reasonable  and  should  be 
allowed  as  a  deduction  under  section  166(c)  of  the  Internal  Revenue 
Code  of  1954  in  determining  the  taxable  income  of  the  association.  In 
lieu  of  taking  a  deduction  for  debts  which  actually  become  worthless 
within  the  taxable  year,  section  166(c)  of  the  Revenue  Code  provides 
that  “there  shall  be  allowed  (in  the  discretion  of  the  Secretary  or  his 
delegate)  a  deduction  for  a  reasonable  addition  to  a  reserve  for  bad 
debts.”  If  the  Internal  Revenue  Service  does  not  allow  deductions 
for  the  amounts  added  to  the  bad  debt  reserves,  the  production  credit 
association  may  pay  the  taxes  involved  under  protest  and  then  sue  to 
recover  them  in  a  U.S.  district  court. 

In  such  actions  brought  by  23  of  the  associations,  the  courts  allowed 
the  claims  of  17  associations  in  full ;  in  three  cases  a  substantial  part  of 
their  claims  were  allowed ;  and  only  in  three  cases  were  the  additions 
claimed  disallowed  in  total.  These  decided  cases  are  summarized  at 
pages  77-79  of  the  hearings  on  S.  1927  under  the  heading  “Percentages 
of  Outstanding  Loans  Accepted  by  Courts  as  Appropriate  for  Bad 
Debt  Reserves  of  Production  Credit  Associations  in  Passing  on  Addi¬ 
tions  Thereto  To  Be  Allowed  as  Deductions  for  Federal  Income  Tax 
Purposes.”  In  one  case,  the  court  allowed  the  association  accumulated 
bad  debt  reserves  of  only  3  percent  of  outstanding  loans  even  though 
more  was  claimed.  For  other  associations,  accumulations  as  high  as 
4.09,  3.76,  4.15,  3.88,  4.33,  4.65,  4.76,  and  4.49  percent  of  outstanding 
loans  were  allowed  by  the  courts  as  bad  debt  reserves.  Smaller  accu- 
mulations  were  involved  for  most  of  the  associations  because  they  had 
not  yet  built  up  their  reserves  any  further  for  the  years  in  dispute. 
Inasmuch  as  such  court  decisions  now  have  delineated  what  are  deemed 
reasonable  bad  debt  reserves  for  the  production  credit  associations,  it 
is  considered  that  the  associations  should  not  have  to  continue  to  re¬ 
sort  to  court  actions  to  sustain  deductions  made  for  bad  debt  reserves. 
Such  a  procedure  is  costly  and  time  consuming  not  only  to  the  associa¬ 
tions  but  also  to  the  United  States  which  is  represented  by  the  Depart¬ 
ment  of  Justice  in  such  actions.  The  reasons  for  specifying  in  the  law 
the  amounts  which  the  production  credit  associations  are  to  add  to 
their  bad  debt  reserves  each  year  were  gone  into  at  length  in  the  hear¬ 
ings  on  S.  1927  (pp.  4,  22,  52-53,  69-82) . 

A  report  filed  by  the  Treasury  Department  opposes  enactment  of 
section  2(2)  of  S.  1927  as  originally  introduced,  to  the  extent  that  it 
is  intended  to  affect  the  amount  of  allowable  additions  to  reserves 
under  section  166(c)  of  the  Internal  Revenue  Code.  The  Treasury 
Department  report  includes  the  following : 

In  summary,  it  appears  that  appropriate  bad  debt  reserves 
for  production  credit  associations  can  best  be  resolved  on  an 
administrative  basis;  that  the  proposed  statutory  5  percent 
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reserve  ceiling  cannot  be  justified  from  the  viewpoint  of  a 
logical  and  equitable  application  of  the  income  tax  law  even 
when  taking  into  account  the  large  loss  experience  of  lending 
institutions  during  the  economic  collapse  of  the  1930’s ;  and 
that  enactment  of  a  5  percent  reserve  ceiling  for  production 
credit  associations,  if  used  as  a  precedent  for  comparable 
lending  institutions,  would  entail  revenue  losses  substantially 
in  excess  of  $1  billion. 

In  the  opinion  of  the  committee,  the  amount  of  bad  debt  reserves 
for  production  credit  associations  should  not  be  left  entirely  for  ad¬ 
ministrative  determination.  Instead  of  the  statutory  5  percent  re¬ 
serve  ceiling  originally  proposed,  though,  the  committee  would  amend 
the  Farm  Credit  Act  of  1933  to  specify  that  the  production  credit  as¬ 
sociations  are  required  to  build  up  their  bad  debt  reserves  to  3 ha  per¬ 
cent  of  outstanding  loans  and  may,  but  are  not  required  to,  make 
additions  beyond  such  3i/2  percent.  The  intention  is  that  the  required 
reserves  up  to  3 y2  percent  of  outstanding  loans  would  be  allowed  as 
reasonable  for  Federal  income  tax  purposes  and  that  the  Internal 
Revenue  Service  would  continue  to  decide  whether  any  voluntary 
additions  beyond  such  31/2  percent  shall  be  so  allowed.  The  required 
reserves  of  Sy2  percent  of  outstanding  loans  are  well  within  the  ac¬ 
cumulations  allowed  by  the  courts  for  the  production  credit  asso¬ 
ciations.  Such  is  the  purpose  of  section  2(2)  as  amended  by  the 
committee.  It  of  course  need  not  be  viewed  as  a  precedent  for  other 
institutions  which  are  not  comparable  either  in  their  lending  or  their 
court  experience  as  to  what  are  reasonable  bad  debt  reserves.  In  any 
event,  however  the  tax  loss  is  estimated  if  the  statutory  formula  pro¬ 
posed  for  the  production  credit  associations  were  applied  to  other 
institutions,  there  is  in  principle  no  ground  for  any  claim  that  it  will 
result  in  any  appreciable  tax  loss  as  respects  the  production  credit 
associations.  This  is  because  the  statutory  formula  being  proposed 
is  considered  to  allow  the  production  credit  associations  no  greater 
tax-free  bad  debt  reserves  than  was  delineated  as  reasonable  in  the 
court  decisions  and  anything  above  3 y2  percent  of  outstanding  loans 
would  continue  to  be  subject  to  allowance  by  the  Internal  Revenue 
Service.  Also  to  be  kept  in  mind  is  that  obtaining  the  same  formula 
by  litigation  rather  than  by  legislation  would  involve  the  expenses  of 
the  association  in  the  litigation  which  would  be  deductible  as  an  oper¬ 
ating  expense,  not  to  mention  the  expense  to  the  Government  on  the 
other  side  of  the  litigation.  The  amendment  proposed  by  section  2 
(2)  will  resolve  an  issue  which  is  better  eliminated  so  that  the  asso¬ 
ciations  may  concentrate  on  their  purpose  of  making  loans  to  farmers 
and  ranchers. 

Section  2(3)  :  To  permit  retirement  of  interests  in  a  bank  for  coop¬ 
eratives  held  by  present  or  former  borrower  which  is  being  liquidated 
or  dissolved.  Cooperative  associations  borrowing  from  a  bank  for  co¬ 
operatives  acquire  certain  interests  in  the  bank  while  they  are  such 
borrowers.  Such  interests  include  class  C  stock  in  the  bank  which  a 
borrower  is  required  to  purchase  (12  U.S.C.  1134d(a)  (3) )  for  which 
is  issued  to  a  borrower  as  a  patronage  refund  (12  U.S.C.  11341(b)). 
A  borrower  is  also  allocated  an  interest  in  the  surplus  and  contingency 
reserves  of  the  bank  on  the  basis  of  its  patronage  (12  U.S.C.  11341  (a) ) , 
which  interest  eventually  is  payable  to  the  borrower  in  class  C  stock  of 
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the  bank  (12  U.S.C.  11341  (a),  (b)).  The  class  C  stock  of  the  bank 
may  not  be  retired  until  after  all  class  A  (Government)  stock  is  re¬ 
tired,  and  all  class  B  (investment)  stock  of  the  same  and  earlier  fiscal 
years  is  retired  (12  IT.S.C.  1134d(a)  (3)).  Except  in  a  case  where  a 
borrower  holding  such  interests  defaults  (12  U.S.C.  1134d(c) ),  it  will 
be  some  years  before  such  interests  are  retired  and  the  proceeds  can  be 
paid  to  the  holders. 

If  a  cooperative  association  which  was  a  borrower  from  a  bank  for 
cooperatives  liquidates  or  dissolves  without  transferring  such  inter¬ 
ests  to  another  eligible  holder,  the  bank  would  need  for  many  years  to 
carry  such  interests  in  the  name  of  an  association  no  longer  in  exist¬ 
ence.  Further,  when  such  interests  are  retired,  there  will  be  no  owner 
to  which  the  proceeds  may  be  paid.  To  avoid  such  a  result,  it  is  pro¬ 
posed  that  the  bank  should  be  permitted  to  retire  and  cancel  such  in¬ 
terests  so  that  the  books  may  be  cleared  of  them  and  the  proceeds  paid 
to  the  cooperative  association  for  disposition  with  its  other  assets  when 
it  is  liquidated  or  dissolved.  Section  2(e)  would  provide  authority  to 
do  this  in  accordance  with  rules  and  regulations  prescribed  by  the 
Farm  Credit  Administration. 


Departmental  Views 


Farm  Credit  Administration, 
Washington ,  D.C.,  May  11 , 1961 . 
The  Honorable  the  President  of  the  Senate, 

U.S.  Senate. 

Dear  Mr.  President:  There  is  transmitted  herewith  a  proposed 
bill  to  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes.  The  seven 
amendments  being  suggested  will  be  explained  in  the  order  of  their 
numbering  in  the  proposed  bill. 


AMENDMENTS  TO  FEDERAL  FARM  LOAN  ACT 


or  semiannual  instal 
payment  on  such  a  p 


Section  1(a)(1):  To  permit  amortization  plan  for  Federal  land 
bank  loans  to  provide  for  installments  more  frequently  than  semi¬ 
annually.  Although  a  Federal  land  bank  has  authority  under  exist¬ 
ing  law  to  make  loans  on  an  unamortized  or  partially  amortized  basis, 
loans  which  are  made  on  an  amortization  plan  are  required  to  include 
an  agreement  for  repayment  by  means  of  “a  fixed  number  of  annual 

ments”  (12  U.S.C.,  Supp.  II,  771  Second).  Be¬ 
an  is  not  the  best  which  could  be  adapted  to  serve 
part-time  and  other  farmers,  such  as  dairy  farmers,  whose  income  is, 
for  example,  on  a  monthly  basis.  While  it  is  expected  that  most  land 
bank  loans  would  continue  to  be  made  on  an  annual  or  a  semiannual 
installment  plan,  it  is  deemed  desirable  to  permit  repayments  more 
frequently  than  semiannually  where  that  is  more  in  line  with  the 
borrower’s  income  pattern.  This  would  be  accomplished  by  substi¬ 
tuting  “a  fixed  number  of  one  or  more  installments  each  year”  for  the 
words  previously  quoted  in  this  paragraph. 

Section  1(a)(2):  To  amend  eligibility  requirements  for  Federal 
land  bank  loans  to  farming  corporations.  Almost  all  Federal  land 
bank  loans  are  made  to  individual  farmers  but  since  1935  the  land 
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banks  have  been  authorized  to  make  loans  to  corporations,  subject  to 
certain  limitations.  In  1960,  only  117  out  of  a  total  of  43,404  land  bank 
loans  were  made  to  corporations.  At  first  only  corporations  engaged 
in  the  raising  of  livestock  were  eligible  but  in  1955  the  law  was  changed 
to  also  permit  loans  to  corporations  engaged  in  general  farming  op¬ 
erations.  Under  existing  law  (12  U.S.C.  771  sixth),  a  Federal  land 
bank  loan  may  not  be  made  to  a  corporation  (1)  unless  at  least  75 
percent  in  value  and  number  of  shares  of  stock  of  the  corporation 
is  owned  by  individuals  themselves  personally  actually  engaged  in 
farming  operations  on  the  farm  to  be  mortgaged  as  security  for  the 
loan  and  (2)  unless  the  owners  of  a  like  amount  of  stock  assume  per¬ 
sonal  liability  for  the  loan. 

The  first  of  these  limitations  requires  a  special  investigation  as  to 
the  activities  of  the  individual  stockholders  and  in  some  instances 
has  precluded  a  loan  to  a  corporation  of  a  type  which  a  land  bank 
should  be  able  to  serve.  The  present  proposal  is  to  substitute  for 
the  first  limitation,  a  requirement  that  the  principal  part  of  the  in¬ 
come  of  the  corporation  must  be  derived  from  farming  operations. 
This  would  simplify  the  procedure  on  corporation  applications  and 
yet  sufficiently  safeguard  the  types  of  corporations  to  which  loans 
may  be  made. 

In  lieu  of  the  second  limitation  in  the  present  law,  it  is  proposed 
that  stockholders  assume  personal  liability  for  a  loan  to  their  corpo¬ 
ration  to  the  extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration.  This  would  afford  more  flexi¬ 
bility  and  permit  loans  to  corporations  with  fewer  stockholders  assum¬ 
ing  personal  liability  than  is  now  required;  but  it  is  expected  that  full 
personal  liability  will  always  be  required  of  at  least  one  or  more  of 
the  responsible  stockholders. 

To  effect  such  proposed  changes,  the  existing  law  would  be  amended 
to  provide  that  no  land  bank  loan  shall  be  made  to  a  corporation  en¬ 
gaged  in  farming  operations  ‘‘unless  the  principal  part  of  its  income 
is  derived  from  farming  operations  and  unless  owners  of  stock  in  the 
corporation  assume  personal  liability  for  the  loan  to  the  extent  re¬ 
quired  under  rnles  and  regulations  prescribed  by  the  Farm  Credit 
Administration.” 

Section  1(b):  To  increase  from  5  to  7  years  the  maximum  maturity 
‘permitted  for  loans ,  advances,  or  discounts  by  a  Federal  intermediate 
credit  bank.  The  loans  made  or  discounted  by  a  Federal  intermedi¬ 
ate  credit  bank  may  not  have  a  maturity  of  more  than  5  years  from  the 
date  made  or  discounted  by  the  bank  ( 12  U.S.C.  1033) .  To  be  eligible 
for  discount  at  a  Federal  intermediate  credit  bank,  therefore,  the  loans 
made  to  farmers  by  the  production  credit  associations  and  other  fi¬ 
nancing  institutions  may  not  have  a  maturity  of  more  than  5  years 
at  the  time  of  such  discount.  Section  1  (b)  would  increase  the  per¬ 
missible  maturity  from  5  to  7  years. 

Intermediate-term  loans,  with  maturities  of  2  to  5  years  have  been 
in  demand  in  most  areas,  to  finance  such  capital  expenditures  as  pur¬ 
chases  of  livestock,  heavy  equipment,  improvement  of  farm  build¬ 
ings  such  as  dairy  barns,  installation  of  bulk  milk  tanks,  soil  build¬ 
ing  and  conservation  practices,  and  similar  items.  Experience  with 
such  loans  has  been  quite  satisfactory.  However,  the  credit  banks 
and  production  credit  associations,  from  time  to  time,  encounter  in- 
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dividual  cases  in  which  a  6-  or  7-year  maturity  is  needed  to  liquidate 
obligations  incurred  for  capital  purposes.  It  is  to  be  expected  that 
most  intermediate-term  loans  will  continue  to  all  within  the  2-  to  5- 
year  range. 


AMENDMENTS  TO  FARM  CREDIT  ACT  OF  19  33 

Section  2(a)  :  To  combine  the  Federal  intermediate  credit  bank  and 
'production  credit  association  revolving  funds  into  a  single  fund  avail¬ 
able  for  the  same  purposes.  This  amendment  would  combine  the  re¬ 
volving  fund  of  $60  million,  which  is  available  for  subscriptions  to 
the  capital  stock  of  production  credit  associations,  with  the  revolving 
fund  of  $70  million  authorized  for  subscriptions  to  the  capital  stock 
of  the  Federal  intermediate  credit  banks,  into  a  single  revolving  fund 
of  $130  million,  all  of  which  would  be  available  for  subscriptions  to 
the  capital  stock  of  production  credit  associations  and  Federal  inter¬ 
mediate  credit  banks.  This  is  deemed  necessary  and  advisable  in  order 
that  the  fund  now  available  for  capitalizing  production  credit  asso¬ 
ciations,  not  all  of  which  will  be  needed  by  such  associations,  can  be 
made  available  to  the  Federal  intermediate  credit  banks  which  are 
expected  to  require  larger  capital  stock  subscriptions  than  could  be 
made  from  the  separate  fund  now  available  to  them. 

Out  of  one  of  the  revolving  funds  the  Governor  of  the  Farm  Credit 
Administration  currently  subscribes  to  capital  stock  in  a  production 
credit  association  (12  U.S.C.  1131c,  1131e-l(a),  1131i(a))  when,  in 
addition  to  the  capital  which  can  be  obtained  from  members  or  other 
local  sources,  further  capital  is  needed  because  of  adverse  conditions 
or  rapidly  increasing  loan  volume  to  enable  the  association  to  serve 
the  sound  credit  needs  of  farmers  and  ranchers  in  its  territory.  Of 
the  $60  million  available  for  this  purpose,  only  $880,000  was  so  in¬ 
vested  on  March  1,  1961,  and  for  the  rest  of  1961  the  needs  for  this 
purpose  are  estimated  at  $2,200,000.  This  would  leave  an  estimated 
balance  of  $56,920,000  in  the  production  credit  association  revolving 
fund  on  January  1, 1962. 

Out  of  the  other  revolving  fund  the  Governor  currently  subscribes 
to  capital  stock  in  the  Federal  intermediate  credit  banks  (12  U.S.C. 
1061  (a)(1),  1131i  (e))  when  it  is  necessary  because  of  substantial 
increases  in  their  business.  Under  the  law,  the  debentures  and  simi¬ 
lar  obligations  issued  for  a  Federal  intermediate  credit  bank  and 
other  borrowings  may  not  exceed  10  times  the  surplus  and  paid-in 
capital  of  the  bank  (12  U.S.C.  1041).  Since  the  funds  with  which 
a  credit  bank  makes  loans  and  discounts  are  obtained  through  the 
sale  of  debentures  and  other  borrowings,  it  follows  that  as  their  busi¬ 
ness  increases  and  more  debentures  are  issued,  the  paid-in  capital  of 
the  bank  must  be  increased  in  order  to  stay  within  the  statutory  maxi¬ 
mum  ratio  of  10  to  1.  As  of  March  1,  1961,  investments  in  the  capi¬ 
tal  stock  of  the  Federal  intermediate  credit  banks  out  of  this  revolving 
fund  totalled  $19,350,000  and  it  is  estimated  that  an  additional 
$5,500,000  will  be  needed  for  this  purpose  through  the  rest  of  1961, 
leaving  $15,150,000  in  the  fund  on  January  1,  1962.  While  this  re¬ 
volving  fund  is  referred  to  as  being  $70  million,  only  $40  million  has 
been  made  available  therein,  and  the  increase  to  $70  million  is  to  be 
made  with  proceeds  from  the  retirement  of  the  last  $30  million  of 
Government-owned  stock  in  the  credit  banks  at  January  1,  1957  (12 
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U.S.C.  1061).  Thus  far  there  have  been  no  additions  to  this  revolv¬ 
ing  fund  from  such  stock  retirements. 

When  the  bill  which  became  the  Farm  Credit  Act  of  1956  was 
cleared  by  the  Budget  Bureau,  the  letter  from  the  Director  dated 
March  14, 1956,  included  the  following : 

“The  aggregate  amount  of  the  two  revolving  funds  for  the  capital¬ 
ization  of  the  Federal  intermediate  credit  banks  and  the  production 
credit  associations  should  be  held  at  the  present  level  of  $130  million. 
An  increase  in  this  amount  does  not  appear  to  be  warranted  by  the 
estimated  future  capital  requirements  of  the  banks  and  the  produc¬ 
tion  credit  associations.  There  would  be  no  objection,  however,  to 
reallocating  the  amounts  in  the  two  funds  and  providing  for  an  in¬ 
crease  in  the  fund  to  capitalize  the  Federal  intermediate  credit  banks, 
if  accompanied  by  a  corresponding  decrease  in  the  production  credit 
fund.” 

This  objective  would  be  accomplished  by  combining  the  two  funds 
into  a  single  fund  which  could  be  used  for  the  purposes  for  which 
both  funds  have  heretofore  been  available. 

Section  2(b)  :  To  prescribe  amount  of  reserves  for  bad  debts  to  be 
established  by  production  credit  associations.  The  existing  law  (12 
U.S.C.  1131f(a))  as  to  how  a  production  credit  association  shall 
apply  its  earnings  in  excess  of  operating  expenses  at  the  end  of  each 
fiscal  year,  makes  no  more  specific  provision  for  a  reserve  for  bad 
debts  than  that  “provision  for  reasonable  valuation  reserves”  shall 
be  included  as  an  operating  expense.  Thereunder,  the  present  prac¬ 
tice  is  for  each  production  credit  association  to  determine  the  amount 
to  be  added  each  year  to  the  valuation  (bad  debt)  reserves.  It  is 
now  proposed  to  amend  the  existing  law  so  that  each  production  credit 
association  would  be  required,  in  applying  its  earnings  at  the  end  of 
each  fiscal  year,  to  include  as  an  operating  expense  provision  for 
valuation  reserves  against  loan  assets  in  an  amount  equal  to  one- 
half  of  1  percent  of  loans  outstanding  at  the  end  of  the  fiscal  year. 
This  would  be  done  to  the  extent  that  earnings  for  the  year  in  excess 
of  other  operating  expenses  permit.  No  additions  are  to  be  made  to 
the  valuation  reserves  which  would  increase  such  reserves  above  5 
percent  of  loans  outstanding  at  the  end  of  the  fiscal  year.  The  amend¬ 
ment  is  intended  to  make  certain  the  amount  to  be  so  applied;  and 
building  up  such  reserves  to  5  percent  of  loans  outstanding  at  the  an¬ 
nual  rate  of  one-half  percent  of  loans  outstanding  is  deemed  appropri¬ 
ate  and  reasonable  in  the  circumstances  of  such  associations  generally. 

A  further  purpose  of  the  amendment  is  to  define  a  reasonable  addi¬ 
tion  to  the  reserve  for  bad  debts  of  production  credit  associations 
which  will  be  recognized  as  a  deduction  under  section  166(c)  of  the 
Internal  Revenue  Code  of  1954.  Under  existing  law  the  production 
credit  associations  frequently  have  to  resort  to  court  actions  to  sustain 
deductions  made  for  bad  debt  reserves  and  this  has  been  costly  and 
time  consuming  not  only  to  the  associations  but  also  to  the  United 
States  which  is  represented  by  the  Department  of  Justice  in  such 
actions. 

Section  2  (c),  (d)  :  To  specify  that  a  minimum  of  75  percent  of  the 
voting  rights  in  cooperative  associations  be  oicned  by  agricultural 
producers  in  order  for  such  associations  to  be  eligible  for  loans  from 
a  bank  for  cooperatives.  The  12  regional  banks  for  cooperatives  (12 
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U.S.C.  1134c)  and  the  Central  Bank  for  Cooperatives  (12  U.S.C. 
1134j)  are  authorized  to  make  loans  to  cooperative  associations  as 
defined  in  tire  Agricultural  Marketing  Act,  as  amended.  As  there 
defined  (12  U.S.C.  1141j),  the  term  “cooperative  association”  means 
an  association  in  which  farmers  act  together  in  marketing  their  farm 
products,  purchasing  farm  supplies,  or  furnishing  farm  business  serv¬ 
ices,  with  a  proviso  that  the  association  is  operated  for  the  mutual 
benefit  of  the  members  thereof  as  such  producers  or  purchasers.  The 
association  must  also  conform  to  certain  other  requirements  which  are 
not  involved  in  the  present  proposal.  The  present  general  regulation 
requires  that  a  bank  for  cooperatives  may  not  make  a  loan  to  a  co¬ 
operative  association  unless  at  least  90  percent  of  the  voting  media 
are  held  by  either  producers  (individuals,  partnerships,  or  corpora¬ 
tions)  ,  or  other  cooperative  associations  eligible  to  borrow  from  a  bank 
for  cooperatives.  It  is  now  proposed  that  this  voting  requirement  be 
reduced  to  75  percent  or  such  higher  percentage  as  the  board  of  di¬ 
rectors  of  a  bank  for  cooperatives  may  determine.  Such  a  change 
would  enable  the  banks  for  cooperatives  to  serve  some  cooperative  as¬ 
sociations  which  are  not  able  to  meet  the  present  90  percent  require¬ 
ment  but  which  are  agricultural  nonetheless.  Section  2  (c) ,  (d)  would 
do  this  by  amending  the  law  to  provide  that  a  bank  for  cooperatives 
shall  not  make  a  loan  to  a  cooperative  association  unless  at  least  75 
percent,  or  such  higher  percent  as  the  board  of  directors  of  the  bank 
for  cooperatives  determines,  of  the  voting  rights  are  held  by  agricul¬ 
tural  producers  or  other  cooperative  associations  eligible  to  borrow 
from  such  a  bank. 

Section  2(e)  :  To  permit,  retirement  of  interests  in  a  bank  for  co¬ 
operatives  held  by  present  or  former  borrower  which  is  being  liqui¬ 
dated  or  dissolved.  Cooperative  associations  borrowing  from  a  bank 
for  cooperatives  acquire  certain  interests  in  the  bank  while  they  are 
such  borrowers.  Such  interests  include  class  C  stock  in  the  bank 
which  a  borrower  is  required  to  purchase  (12  U.S.C.  1134d(a)(3)) 
or  which  is  issued  to  a  borrower  as  a  patronage  refund  (12  U.S.C. 
1134/(b)).  A  borrower  is  also  allocated  an  interest  in  the  surplus 
and  contingency  reserves  of  the  bank  on  the  basis  of  its  patronage 
(12  U.S.C.  1134/(a)),  which  interest  eventually  is  payable  to  the 
borrower  in  class  C  stock  of  the  bank  (12  U.S.C.  1134/  (a),  (b)). 
The  class  C  stock  of  the  bank  may  not  be  retired  until  after  all  class 
A  (Government)  stock  is  retired,  and  all  class  B  (investment)  stock 
of  the  same  and  earlier  fiscal  years  is  retired  (12  U.S.C.  1134d(a) 
(3)).  Except  in  a  case  where  a  borrower  holding  such  interests  de¬ 
faults  (12  U.S.C.  1134d(c.)),  it  will  be  some  years  before  such  inter¬ 
ests  are  retired  and  the  proceeds  can  be  paid  to  tire  holders. 

If  a  cooperative  association  which  was  a  borrower  from  a  bank  for 
cooperatives  liquidates  or  dissolves  without  transferring  such  interests 
to  another  eligible  holder,  the  bank  would  need  for  many  years  to 
carry  such  interests  in  the  name  of  an  association  no  longer  in  exist¬ 
ence.  Further,  when  such  interests  are  retired,  there  will  be  no  owner 
to  which  the  proceeds  may  be  paid.  To  avoid  such  a  result,  it  is 
considered  that  the  bank  should  be  permitted  to  retire  and  cancel 
such  interests  so  that  the  books  may  be  cleared  of  them  and  the 
proceeds  paid  to  the  cooperative  association  for  disposition  with  its 
other  assets  when  it  is  liquidated  or  dissolved.  Section  2(e)  would 
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provide  authority  to  do  this  in  accordance  with  rules  and  regulations 
prescribed  by  the  Farm  Credit  Administration. 

This  submission  has  the  approval  of  the  Federal  Farm  Credit 
Board  and  early  consideration  and  enactment  of  the  proposed  bill 
is  recommended. 

The  Bureau  of  the  Budget  advises  that  there  is  no  objection  to  the 
presentation  of  this  proposal  from  the  standpoint  of  the  adminis¬ 
tration’s  program. 

Very  truly  yours, 


R.  B.  Tootell,  Governor. 


Treasury  Department, 
Washington,  August  7, 1961. 

Hon.  Allen  J.  Ellender, 

Chairman ,  Committee  on  Agriculture  and  Forestry ,  U./S.  Senate , 
Old  Senate  Office  Building ,  Washington,  D.C. 

Dear  Mr.  Chairman  :  This  is  in  response  to  your  request  of  June  6, 
1061,  for  this  Department’s  views  on  S.  1927,  a  bill  to  amend  the 
Federal  Farm  Loan  Act  and  the  Farm  Credit  Act  of  1933. 

The  only  amendment  proposed  by  the  bill  which  concerns  this  De¬ 
partment  is  one  which  would  amend  section  22(a)  of  the  Farm  Credit 
Act  of  1933  (12  U.S.C.  1131f(a))  to  provide  that  each  production 
credit  association  shall  make  annual  additions  to  a  bad  debt  reserve 
in  an  amount  equal  to  0.5  percent  of  outstanding  loans  until  the  re¬ 
serve  equals  5  percent  of  outstanding  loans.  Although  this  proposed 
supervisory  requirement  does  not  amend  the  Internal  Revenue  Code 
and,  under  generally  accepted  legal  principles,  should  have  no  de¬ 
terminative  effect  upon  amounts  which  can  be  deducted  as  a  reason¬ 
able  addition  to  bad  debt  reserves  for  tax  purposes,  it  is  clear  that 
the  proponents  of  this  amendment  intend  it  to  have  the  same  effect 
for  tax  purposes  as  if  it  were  an  amendment  to  the  Internal  Revenue 
Code. 

Production  credit  associations  are  federally  chartered  corporations 
which  provide  short-term  and  intermediate-term  loans  to  farmers. 
Loans  by  the  associations  are  usually  on  a  budget  basis  for  periods  of 
up  to  1  year  although  some  loans  for  capital  purposes  are  made  for 
intermediate  terms  up  to  5  years.  The  loans  are  usually  secured  by 
chattel  mortgages  on  crops,  livestock,  and  machinery. 

Initially  these  associations,  of  which  there  are  now  488,  were  almost 
entirely  capitalized  by  the  Federal  Government  and  were  tax-exempt 
institutions.  This  capital  was  gradually  retired  as  borrowing  mem¬ 
bers  and  farmers  purchased  substantial  amounts  of  stock  in  the  asso¬ 
ciations  and,  by  law,  the  associations  became  taxable  as  ordinary 
corporations  when  the  Government  capital  was  retired.  As  of  Decem¬ 
ber  31,  1960,  only  20  of  the  488  associations  were  not  entirely  mem¬ 
ber-owned. 

The  production  credit  associations  obtain  funds  at  a  relatively  low 
rate  of  interest  by  rediscounting  loans  with  the  Federal  intermediate 
credit  banks.  These  intermediate  credit  banks  are  primarily  capital¬ 
ized  with  funds  of  the  IT.S.  Government  and  obtain  money  at  favor¬ 
able  rates  by  issuing  debentures  to  public  investors. 
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At  the  present  time,  the  production  credit  associations  have  total 
capital  stock  and  surplus  of  about  $300  million  which  amounts  to 
about  17  percent  of  total  outstanding  loans  of  about  $1.7  billion.  In 
addition,  as  of  June  30,  1960,  the  associations  had  made  provision  for 
bad  debt  losses  in  the  amount  of  $27.5  million,  or  about  1.6  percent  of 
outstanding  loans.  For  the  calendar  year  1959,  the  production  credit 
associations  made  provision  for  bad  debt  losses  of  $6.7  million,  had  net 
earnings  before  Federal  and  other  income  taxes  of  $12.2  million,  and 
earnings  after  such  taxes  of  $9.9  million. 

In  recent  years  the  production  credit  associations  have  been  in¬ 
volved  in  a  considerable  amount  of  litigation  concerning  their  allow¬ 
able  bad  debt  reserves  for  Federal  income  tax  purposes.  The  details 
of  this  litigation  are  set  forth  in  the  report  of  the  recent  hearings  on 
S.  1927  held  on  June  6,  9,  and  14, 1961. 

Section  166(c)  of  the  Internal  Revenue  Code  provides  that,  in  lieu 
of  taking  a  tax  deduction  for  debts  when  they  become  worthless  or 
partially  worthless,  a  taxpayer  shall  be  allowed  (in  the  discretion  of 
the  Secretary  or  his  delegate)  a  deduction  for  a  reasonable  addition 
to  a  reserve  for  bad  debts.  The  purpose  of  this  bad  debt  reserve  pro¬ 
vision  is  to  provide  a  more  accurate  computation  of  taxable  income 
by  permitting  taxpayers  to  take  tax  deductions  gradually  in  advance 
for  reasonably  anticipated  bad  debt  losses. 

The  recent  litigation  appears  to  have  developed  because  the  In¬ 
ternal  Revenue  Service  permitted  the  production  credit  associations 
to  make  an  annual  addition  to  their  bad  debt  reserves  based  upon  the 
particular  association’s  own  average  loss  experience,  with  a  reserve 
ceiling  of  three  times  such  average  loss  experience.  This  formula 
is  similar  to  the  reserve  formula  accorded  by  a  Service  ruling  to  com¬ 
mercial  banks  except  that  the  Service  did  not  permit  the  associations 
to  take  into  account  the  heavy  loss  experience  of  other  lending  insti¬ 
tutions  for  the  period  prior  to  the  organization  of  the  production 
credit  associations  in  1934. 

The  bad  debt  loss  experience  of  the  production  credit  associations 
since  their  organization  to  December  31,  1959,  including  provision 
for  estimated  losses  at  December  31,  1959,  averaged  0.24  percent  of 
cash  advanced.  However,  the  provision  for  estimated  losses  at  De¬ 
cember  31,  1959,  totaled  $26.7  million,  as  compared  with  actual  losses 
over  a  25-year  period  of  011I3?  $15.6  million,  so  that  actual  losses  over 
such  period  amounted  to  only  0.09  percent  of  total  cash  advanced. 

A  study  of  the  risk  problems  of  production  credit  associations  from 
1934  to  the  end  of  1950  shows  the  highest  losses  (actual  plus  esti¬ 
mated)  occurred  in  1938  when  they  amounted  to  0.88  percent  of  aver¬ 
age  amount  of  loans  outstanding.1  Although  loss  experience  varied 
among  the  12  districts  during  the  1934-50  period,  the  highest  loss  rate 
was  0.33  percent  in  the  Springfield  district,  and  the  loss  rate  in  the 
Omaha  district  was  only  one-hundredth  of  1  percent.  Only  8  of  the 
688  associations  organized  had  been  placed  in  liquidation  because  of 
actual  or  anticipated  losses.  These  eight  associations  were  placed  in 
liquidation  during  the  years  1935-38  and  their  loss  on  loans  amounted 
to  5.2  percent. 


1  “Risk  Problems  of  Production  Credit  Associations,”  Farm  Credit  Administration,  Wash¬ 
ington,  D.C.,  Bulletin  CR-5,  January  1952. 
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Another  study  of  the  production  credit  associations  indicates  that 
the  heaviest  losses  of  the  associations  occurred  during  the  first  few 
years  after  organization  in  1934  because  a  large  number  of  associa¬ 
tions  were  organized  on  a  “crash  program”  basis  and  many  poor  loans 
were  made  before  much  educational  and  training  work  was  possible. 
Because  of  lack  “of  experience  and  with  sound  loaning  policies  not 
well  established  at  that  time,  many  mistakes  were  made.”  2 

Because  the  loss  experience  of  the  production  credit  associations  gen¬ 
erally  has  been  very  good  throughout  their  existence,  the  reserves 
allowed  by  the  Service  frequently  were  less  than  1  percent  of  out¬ 
standing  loans,  although  in  some  instances  particular  institutions  were 
allowed  reserves  in  excess  of  3  percent  of  outstanding  loans.  In  the 
courts,  several  production  credit  associations  have  been  allowed  sub¬ 
stantially  higher  bad  debt  reserves  than  those  accorded  by  the  Service 
because  the  associations  were  permitted  to  take  into  account  the  large 
loss  experience  of  other  lending  institutions  during  the  economic  col¬ 
lapse  of  the  early  1930’s. 

There  is  some  indication  that  at  the  present  time  the  Department 
of  Justice,  in  settling  pending  litigation,  is  permitting  production 
credit  associations  to  utilize  the  bad  debt  reserve  formula  applicable  to 
commercial  banks  and  also  is  allowing  associations  to  take  into  account 
the  loss  experience  of  other  comparable  lending  institutions  during 
the  early  1930’s.  The  National  Office  of  the  Internal  Revenue  Service 
is  now  reconsidering  its  prior  position  on  this  matter. 

The  bad  debt  reserve  formula  applicable  to  commercial  banks  is 
the  most  liberal  reserve  formula  accorded  to  any  taxable  corporation 
because  most  business  institutions  must  compute  bad  debt  reserves 
based  upon  their  own  recent  experience  and  are  not  permitted  to  take 
into  account  loss  experience  resulting  from  the  economic  collapse  of 
the  1930’s.  (The  special  statutory  reserve  formula  applicable  to 
mutual  savings  banks  and  savings  and  loan  associations  cannot  be 
considered  a  true  bad  debt  reserve.  See  “Treasury  Department  Report 
of  July  1961  on  the  Taxation  of  Mutual  Savings  Banks  and  Savings 
and  Loan  Associations,”  a  copy  of  which  is  attached.)  A  statutory 
5  percent  bad  debt  reserve  formula  would  give  to  a  large  number  of 
associations  a  bad  debt  reserve  which  would  be  more  than  double  the 
reserve  allowable  under  the  very  generous  commercial  bank  formula. 
This  would  result  in  a  substantial  understatement  of  taxable  income, 
with  a  consequent  loss  in  Federal  revenue. 

At  the  present  time,  the  average  reserve  ceiling  of  commercial  banks 
employing  the  bad  debt  reserve  formula  amounts  to  2.4  percent  of 
eligible  loans.  It  is  estimated  that,  if  a  5  percent  reserve  ceiling  were 
applied  to  commercial  banks,  the  consequent  loss  to  Federal  revenues 
would  amount  to  well  over  $1  billion  over  a  short  period  of  time,  plus 
a  substantial  continuing  revenue  loss  as  the  banks  increased  their  out¬ 
standing  loans. 

In  summary,  it  appears  that  appropriate  bad  debt  reserves  for  pro¬ 
duction  credit  associations  can  best  be  resolved  on  an  administrative 
basis ;  that  the  proposed  statutory  5  percent  reserve  ceiling  cannot  be 
justified  from  the  viewpoint  of  a  logical  and  equitable  application  of 
the  income  tax  law  even  when  taking  into  account  the  large  loss  experi- 

2  c.  R.  Arnold,  “1933-58  Farmers  Build  Their  Own  Production  Credit  System,”  Farm 
Credit  Association,  Circular  E— 45,  August  1948. 
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ence  of  lending  institutions  during  the  economic  collapse  of  the  1930;s ; 
and  that  enactment  of  a  5  percent  reserve  ceiling  for  production  credit 
associations,  if  used  as  a  precedent  for  comparable  lending  institutions, 
would  entail  revenue  losses  substantially  in  excess  of  $1  billion. 

In  view  of  the  foregoing,  the  Treasury  Department  opposes  the  en¬ 
actment  of  the  bad  debt  reserve  provision  contained  in  S.  1927  to  the 
extent  that  such  provision  is  intended  to  affect  the  amount  of  allowable 
additions  to  reserves  under  section  166(c)  of  the  Internal  Revenue 
Code.  However,  the  Department  expresses  no  position  as  to  the  merits 
of  the  reserve  provision  contained  in  S.  1927  if  it  should  be  proposed 
for  enactment  solely  as  a  supervisory  requirement  unrelated  to  the  de¬ 
duction  of  additions  to  bad  debt  reserves  for  Federal  income  tax  pur¬ 
poses  and  if  the  congressional  intent  to  this  effect  is  clearly  specified. 

The  Bureau  of  the  Budget  has  advised  the  Treasury  Department 
that  there  is  no  objection  from  the  standpoint  of  the  administration's 
program  to  the  presentation  of  this  report. 

Sincerely  yours, 

Stanley  S.  Surrey,  Assistant  Secretary. 

Changes  in  Existing  Law 

In  compliance  with  subsection  (4)  of  rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as  re¬ 
ported,  are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing  law 
in  which  no  change  is  proposed  is  shown  in  roman)  : 

FEDERAL  FARM  LOAN  ACT 

TITLE  I.— FEDERAL  FARM  LOANS 
Sec.  12.  *  *  * 

******* 

Second.  Every  such  mortgage  shall  contain  an  agreement  provid¬ 
ing  for  the  repayment  of  the  loan  on  an  amortization  plan  by  means 
of  [a  fixed  number  of  annual  or  semiannual  installments]  a  -fixed 
number  of  one  or  more  installments  each  year  sufficient  to  cover,  first,  a 
charge  on  the  loan  at  a  rate  not  exceeding  the  interest  rate  in  the  last 
series  of  farm  loan  bonds  issued  by  the  land  bank  making  the  loan ; 
second,  a  charge  for  administration  and  profits  at  a  rate  not  exceeding, 
except  with  the  approval  of  the  Governor  of  the  Farm  Credit  Admin¬ 
istration,  1  per  centum  per  annum  on  the  unpaid  principal,  said  two 
rates  combined  constituting  the  interest  rate  on  the  mortgage;  and, 
third,  such  amounts  to  be  applied  on  the  principal  as  will  extinguish 
the  debt  within  a  agreed  period,  not  less  than  five  years  nor  more  than 
forty  years :  Provided ,  That  after  five  years  from  the  date  upon  which 
a  loan  is  made  the  mortgagor  may,  upon  any  regular  installment  date, 
make  in  advance  any  number  of  payments  or  an}"  portion  thereof  on 
account  of  the  principal  of  his  loan  as  provided  by  his  contract  or  pay 
the  entire  principal  of  such  loan,  under  the  rules  and  regulations  of 
the  Farm  Credit  Administration:  And  provided  further ,  That  under 
the  rules  and  regulations  of  the  Farm  Credit  Administration  any  land 
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bank  may  agree,  at  the  time  a  loan  is  made  or  thereafter,  that  the  mort¬ 
gagor  may  make  such  payments  or  portions  of  payments  in  advance  or 
pay  the  entire  principal  of  such  loan  during  the  first  five  years  the 
loan  is  in  effect :  And  provided  further ,  That  any  land  bank  may  make 
loans  on  an  unamortized  or  partially  amortized  basis,  under  rules  and 
regulations  issued  by  the  Farm  Credit  Administration. 

******* 

Sixth.  No  such  loan  shall  be  made  to  any  person  who  is  not  at  the 
time,  or  shortly  to  become,  engaged  in  farming  operations  or  to  any 
other  person  unless  the  principal  part  of  his  income  is  derived  from 
farming  operations.  In  case  of  the  sale  of  the  mortgaged  land,  the 
Federal  land  bank  may  permit  said  mortgage  and  the  stock  interests 
of  the  vendor  to  be  assumed  by  the  purchaser.  In  case  of  the  death 
of  the  mortgagor,  his  heir  or  heirs,  or  his  legal  representative  or  repre¬ 
sentatives,  shall  have  the  option,  within  sixty  days  of  such  death,  to 
assume  the  mortgage  and  stock  interests  of  the  deceased.  As  used 
in  this  paragraph  (1)  the  term  “person”  includes  an  individual  or  a 
corporation  engaged  in  farming  operations;  and  (2)  the  term  “cor¬ 
poration”  includes  any  incorporated  association;  but  no  such  loan 
shall  be  made  to  a  corporation  [(A)  unless  all  the  stock  of  the  cor¬ 
poration  is  owned  by  individuals  themselves  personally  actually  en¬ 
gaged  in  farming  operations  on  the  farm  to  be  mortgaged  as  security 
for  the  loan,  except  in  a  case  where  the  Farm  Credit  Administration 
permits  the  loan  if  at  least  75  per  centum  in  value  and  number  of 
shares  of  the  stock  of  the  corporation  is  owned  by  the  individuals 
personally  actually  so  engaged,  and  (B)  unless  the  owners  of  at  least 
75  per  centum  in  value  and  number  of  shares  of  the  stock  of  the  cor¬ 
poration  assume  personal  liability  for  the  loan.]  unless  the  princi¬ 
pal  part  of  its  income  is  derived  from  farming  operations  and  unless 
oumers  of  stock  in  the  corporation  assume  personal  liability  for  the 
loan  to  the  extent  required  under  rules  and  regulations  pi'escribed 
by  the  Farm  Credit  Administration.  No  loan  shall  be  made  to  any 
corporation  which  is  a  subsidiary  of,  or  affiliated  (either  directly  or 
through  substantial  identity  of  stock  ownership)  with,  a  corporation 
ineligible  to  procure  a  loan  in  the  amount  applied  for. 

*****  *  * 

TITLE  II.— FEDERAL  INTERMEDIATE  CREDIT  BANKS 
*****  *  * 

Sec.  202.  *  *  * 

*****  *  * 

(c)  Loans,  advances,  or  discounts  made  under  this  section  shall 
have  a  maturity  at  the  time  they  are  made  or  discounted  by  the  Fed¬ 
eral  intermediate  credit  bank  of  not  more  than  [five]  seven  years. 
Any  Federal  intermediate  credit  bank  may  in  its  discretion  sell  loans 
or  discounts  made  under  this  section,  with  or  without  its  endorsement 
and  any  Federal  intermediate  credit  bank  may  in  its  discretion  pur¬ 
chase  such  loans  or  discounts  with  or  without  such  endorsement. 
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AMENDMENTS  TO  FARM  CREDIT  LAWS 


FARM  CREDIT  ACT  OF  1933 

******* 

Sec.  5.  (a)  There  is  hereby  created  a  revolving  fund  of  not  to  ex¬ 
ceed  $60,000,000  which  shall  he  made  up  as  follows : 

***:{:*  s(c  * 

(e)  The  amount  of  all  balances,  collections,  and  appropriations  al¬ 
located  under  subsection  (a)  to  the  revolving  fund  created  thereunder, 
which  is  in  excess  of  $120,000,000,  is  hereby  made  available  to  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  for  the  establishment  of  a 
revolving  fund  of  not  to  exceed  $70,000,000.  Out  of  such  revolving 
fund,  the  Governor  is  authorized  to  allocate  and,  with  the  approval  of 
the  Secretary  of  the  Treasury,  to  expend  such  amounts  as  he  deems 
necessary  for  subscriptions  to  the  capital  stock  of  Federal  Intermedi¬ 
ate  Credit  Banks. 

(/)  The  revolving  funds  created  by  subsections  (a)  and  (e)  of  this 
section  are  hereby  combined  into  a  single  revolving  fund  which  shall 
be  available  for  all  purposes  for  which  both  such  funds  were  hereto¬ 
fore  available ,  and  reference  in  any  provision  of  law  to  the  revolving 
fund  created  by  said  subsection  (a)  or  said  subsection  (e)  shall  be 
deemed  a  reference  to  the  single  revolving  fund  created  by  this  sub¬ 
section. 

******* 

Sec.  22.  (a)  Each  production  credit  association  shall,  at  the  end  of 
each  fiscal  year,  apply  the  amount  of  its  earnings  for  such  year  in 
excess  of  operating  expenses  (including  provision  for  [reasonable 
valuation  reserves)  during  such  fiscal  year],  valuation  reserves  against 
loan  assets  in  an  amount  equal  to  one-half  of  1  per  centum  of  loans 
outstanding  at  the  end  of  the  fiscal  year ,  to  the  extent  that  earnings 
for  the  year  in  excess  of  other  operating  expenses  permit ,  until  such 
reserves  equal  or  exceed  di/2  Per  centum  of  loans  outstanding  at  the 
end  of  the  fiscal  year  beyond  which  3^2  Per  centum  further  additions 
to  such  reserves  are  not  required  but  may  be  made )  first,  to  the  restora¬ 
tion  of  the  impairment,  if  any,  of  capital ;  and,  second,  to  the  establish¬ 
ment  and  maintenance  of  a  surplus  account,  the  minimum  amount  of 
which  shall  be  prescribed  by  the  Federal  intermediate  credit  bank. 

$  sfc  $  $  $ 

Sec.  36.  *  *  * 

******* 

( d )  N otwithstanding  any  other  provision  of  this  Act ,  in  the  case  of 
liquidation  or  dissolution  of  any  present  or  former  borrower  from  a 
bank  for  cooperatives ,  the  bank ,  may,  in  accordance  with  rules  and 
regulations  prescribed  by  the  Fa  mi  Credit  Administration ,  retire  and 
cancel  any  capital  stock  or  allocated  surplus  and  contingency  reserves 
or  other  equity  interest ,  in  the  bank  owned  by  such  borrower  at  the 
fair  book  value  thereof ,  not  exceeding  par ,  and<  to  the  extent  re¬ 
quired ,  corresponding  shares  and  allocations  or  other  equity  interests 
held  by  the  regional  bank  in  the  central  bank  shall  be  retired. 

*****  *  * 
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87tii  CONGRESS 
1st  Session 


Calendar  No.  7  23 

S.  1927 

[Report  No.  747] 


IN  THE  SENATE  OF  THE  UNITED  STATES 

May  22,1961 

Mr.  Ellender  (by  request)  introduced  the  following  bill ;  which  was  read  twice 
and  referred  to  the  Committee  on  Agriculture  and  Forestry 

August  16, 1961 

Reported  by  Mr.  Holland,  with  amendments 
[Omit  the  part  struck  through  and  insert  the  part  printed  in  italic] 


A  BILL 

To  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and,  House  of  JRepresenta- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  (a)  section  12  of  the  Federal  Farm  Loan  Act,  as 

4  amended  (12  U.S.C.  771) ,  is  amended— 

5  (1)  by  substituting  “a  fixed  number  of  one  or  more 

6  installments  each  year”  for  “a  fixed  number  of  annual 

7  or  semiannual  installments”  in  paragraph  “Second” 

8  thereof ;  and 

9  (2)  by  substituting  in  the  fourth  sentence  of  para- 

10  graph  “Sixth”  thereof  the  following  for  all  that  comes 

11  after  “but  no  such  loan  shall  be  made  to  a  corporation” : 
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“unless  the  principal  part  of  its  income  is  derived  from 
farming  operations  and  unless  owners  of  stock  in  the 
corporation  assume  personal  liability  for  the  loan  to  the 
extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration.”. 

(b)  Section  202(c)  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.,  supp.  II,  sec.  1033),  is  amended 
by  changing  the  word  “five’  to  the  word  “seven  . 

Sec.  2.  Tbe  Farm  Credit  Act  of  1933,  as  amended,  is 
amended — 

( 1 )  by  adding  the  following  subsection  to  section  5 
thereof  (12U.S.C.  1 1 3 li)  : 

“(f)  Tbe  revolving  funds  created  by  subsections  (a) 
and  (e)  of  this  section  are  hereby  combined  into  a  single 
revolving  fund  which  shall  be  available  for  all  purposes 
for  which  both  such  funds  were  heretofore  available,  and 
reference  in  any  provision  of  law  to  the  revolving  fund 
created  by  said  subsection  (a)  or  said  subsection  (e)  shall 
be  deemed  a  reference  to  the  single  revolving  fund  created 
by  this  subsection.” ; 

(2)  by  changing  section  22  (a)  thereof  (12  U.S.C. 
113 If  (a)  )  to  read: 

“  (a)  Each  production  credit  association  shall,  at  the  end 
of  each  fiscal  year,  apply  the  amount  of  its  earnings  for  such 
year  in  excess  of  operating  expenses  (including  provision 
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for  valuation  reserves  against  loan  assets  in  an  amount  equal 
to  one-half  of  1  per  centum  of  loans  outstanding  at  the  end  of 
the  fiscal  year,  to  the  extent  that  earnings  for  the  year  in 
excess  of  other  operating  expenses  permit,  hut  no  additions 
thereto  shah  he  made  which  would  increase  such  reserves 


above  h  per  centum  of  loans  outstanding  at  the  end  of  the 
fiscal  year)  until  such  reserves  equal  or  exceed  3j  per  centum 
of  loans  outstanding  at  the  end  of  the  fiscal  year  beyond 
which  3y  per  centum  further  additions  to  such  reserves  are 
not  required  but  may  be  made),  first,  to  the  restoration  of 
the  impairment,  if  any,  of  capital;  and,  second,  to  the  es¬ 
tablishment  and  maintenance  of  a  surplus  account,  the  mini¬ 
mum  amount  of  which  shall  be  prescribed  by  the  Federal 
intermediate  credit  bank.”;  and 

-f3)-  by  inserting  in  the  first  paragraph  of  section 
44-  thereof  -(42  khS'.-C.  -1-1 34c)-  immediately  before  the 
semicolon  at  the  end  of  clause  ii-(a-)^  the  followings 
but  no  loan  shall  be  made  to  any  such  cooperative 
association  unless  at  least  ah  per  eentung  or  such  higher 
per  centum  as  the  board  of  directors  of  a  bank  for 
cooperatives  determines,  of  the  voting  rights  are  held 
by  agricultural  producers  or  other  cooperative  associa¬ 
tions  eligible  to  borrow  from  such  hank”  and  by  sub¬ 
stituting  in  the  second  paragraph  of  said  section  44  for 
the  '"words  mrs  defined  in  the  Agricultural  Marketing 
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Aefi  as  amended,”  the  wards  £fefigifile  for  leans  under 
tfie  foregoing  provisions  el  tins  section”^ 

-(dj-  fiy  inserting  in  tire  first  paragraph  el  section  fid 
-fdfi  fifiSdd  1-lfidj)-  immediately  fielere  tire 
at  tire  end  el  clause  -fa-)— ^  tire  followings 
--■,-bttt  ne  lean  slrall  fie  made  te  any  snefi  cooperative 
association  unless  at  least  Tfi  per  centum,  or  seed  higher 
per  centum  as  tire  fieard  el  directors  el  tire  central 
fianfi  determines^  el  tire  voting  rights  are  field  fiy  agri¬ 
cultural  ureducers  er  ether  cooperative  associations 


Irem  suefi  bank”  and  fiy 

el  said  section  fid  ler  tire  words 


mrs  defined  nr  tire 
fi1’  tire  words 


Aefi  as 

tav  AO  14  Cj  1 1 14  f\  0 1*  he  T/4VO  — 
1 U1  JL  U  til  i  o  lulvtvj'l  L 1 1 1_  1 U 1  v 

gefirg  provisions  el  tfils  section” ;  and 

-ffi)-  (3)  fiy  adding  the  following  subsection  to  sec¬ 
tion  36  thereof  (12  U.S.O.  113dl)  : 

“(d)  Notwithstanding  any  other  provision  of  this  Act, 
in  the  case  of  liquidation  or  dissolution  of  any  present  or 
former  borrower  from  a  bank  for  cooperatives,  the  bank, 
may,  in  accordance  with  rules  and  regulations  prescribed  fiy 
the  Farm  Credit  Administration,  retire  and  cancel  any  capi¬ 
tal  stock  or  allocated  surplus  and  contingency  reserves  or 
other  equity  interest,  in  the  bank  owned  by  such  borrower 
at  the  fair  hook  value  thereof,  not  exceeding  par,  and,  to 


5 

1  the  extent  required,  corresponding  shares  and  allocations 

2  or  other  equity  interests  held  by  the  regional  bank  in  the 

3  central  bank  shall  be  retired.”. 
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HIGHLIGHTS: 

Senate  passed  bills  to:  Pr/viHe  for  hog  cholera  eradication. 

Permit 

transfer  of  tobacco  allotments.  Clarify  and  simplify  operations  of  Farm  Credit 
agencies.  Senate  debated  State-Justice  appropriation  bill.  Sen.  Bennett  intro¬ 
duced  and  discussed  bill  to  establish  research  Renter  for  rural  redevelopment. 


SENATE 

1.  HOG  CHOLERA.  Passed  without  amendment  S«  1908,  to  direct  the  Secretary  of  Agri¬ 

culture  to  initiate  /a  national  hog  cholera  eradication  program,  restrict  the 
interstate  movemeiTt  of  virulent  or  other  hog  cholera  virus, xas  necessary,  and 
establish  a  committee  to  advise  on  the  program,  p*  15368 

2.  TOBACCO  ALLOTMENTS.  Passed  as  reported  H.  R.  1022,  to  authorize ^ leasing  of 

tobacco  acreage  allotments  for  the  crop  years  1962  and  1963.  As  passed  by  the 
Senate,  thp'bill  would  be  inapplicable  with  respect  to  burley  tobacco,  and  in  the 
case  of  Maryland  (type  32),  leasing  would  be  limited  to  those  farmSv  which  had 
planted/at  least  75$  of  their  Maryland  allotments  in  each  of  the  yealrs  I960  and 
1961.  /The  leasing  of  allotments  would  be  permitted  only  between  f arms. in  the 
same /county,  and  not  more  than  5  acres  would  be  permitted  to  be  leased  and  trans¬ 
ferred  to  any  farm.  pp.  15375-7 

3.  FARM  LOANS.  Passed  as  reported  S.  1927,  to  make  a  number  of  amendments  to 

simplify  and  clarify  the  operations  of  institutions  supervised  by  FCA.  pp. 
15369-71 


4*  STATE-JUSTICE  APPROPRIATION  BILL.  Began  debate  on  this  bill,  H.  R.  7371. 
15345-6,  15369,  15371-5,  15377-8,  15390-412 


pp. 


5*  CLAIMS.  Passed  without  amendment  H®  R.  683 5,  to  simplify  the  payment  of  certain, 
\  miscellaneous  judgments  and  the  payment  of  certain  compromise  settlements  in  / 
State  and  foreign  court  cases®  This  bill  will  now  be  sent  to  the  President,  / 
p\l536l  / 

6o  DISASTER  RELIEF.  Passed  without  amendment  S.  1742,  to  authorize  Federal  assis¬ 
tance  tp  Guam,  American  Samoa,  and  trie  Trust  Territory  of  the  Paeific  Islands  in 
major  disasters,,  p.  15367  / 

7.  FORESTRY.  x  {pen,  Bonhett  submitted  and  discussed  amendments  iThich  he/Uhtends*- to  - 
propose  to  s\l74,  the^ydld^rness  preservation  bill,  p'»  1534 5  ■; 

8»  APPROPRIATIONS.  \Both  houses  received  a  Budget  Bureau  letter  reporting,  pursuant 
to  law,  tiiat  the  ^Marketing  research  and  service"  appropriation  has  been  appor¬ 
tioned  on  a  basis  which  indicates  the  necessity  for  a  supplemental  appropriation 
estimate 5  to  Appropriations  Committees .  pp,  15343,  15487/ 

9.  LEGISLATIVE  PROGRAM.  Majority  Leader  Mansfield  stated  that  "beginning  this  week, 
the  Senate  can  anticipate  being  in  session  every  Saturday  from  now  on."  p. 

15339  \  / 

\  HOUSE  / 

«  ^  f  1 

10.  APPROPRIATIONS*,  House  conferees\ere  appointed  on  H,  R,  7035,  the  Labor- 

Health,  Education,  and  Welfare  appropriation  bill.  Senate  conferees  have  been 
appointed*  p.  l5hlU  \  / 

11.  “FOREIGN  AID,.-  -Passed  S.  1983,  the  -fore rgn  aid  authorization  bill,  with  an  amend¬ 

ment  inserting  the  text  of  H.  R.  840O^which  had  previously  been  passed  by  the 
House  (p.  15414).  Conferees  were  appointed  in  both  houses,  pp.  15378-SO,  15414 
Rep.  Stratton  inserted  three  articles,  procurement  of  U.  S.  Foreign  Aid 
Materials  In  the  United  States  Since  1940,"  ^Foreign  Aid:  Facts  and  Fallacies," 
and  "U<  S.  Per  Capita  Foreign  Aid,"  pp.  15479^81 

12.  HOG  CHOLERA.  At  the  request/of  Rep.  Weaver,  passed  over  H.  R.  7176,  to  provide 

for  a  national  hog  cholera/eradication  program.  pY  15421 

13.  SURPLUS  COMMODITIES.  Passed  without  amendment  S.  1873/  to  permit  CCC  commodities 

donated  for  use  in  hojrie  economics  courses  to  also  be  used  for  training  college 
students  if  the  same/facilities  and  instructors  are  usedKfor  training  both  high 
school  and  college/students  in  home  economics  courses.  This  bill  will  now  be 
sent  to  the  President,  p.  15425  \ 

14.  BOTANIC  GARDEN/7  At  the  request  of  Rep.  Gross,  passed  over  U.  R\  5628,  to  provide 

for  a  study  And  investigation  of  desirability  and  feasibility  oKestablishing  an< 
maintaining  the  National  Tropical  Botanic  Garden,  p.  15430  \ 

15.  PERISHABLES  COMMODITIES.  A  subcommittee  of  the  Agriculture  Committee  voted  to 

report/ to  the  full  Committee  with  amendments  H.  R.  5023,  to  make  varidus  amend- 
tnenyr  to  the  Perishable  Agricultural  Commodities  Act.  p,  D739  \ 

16.  PUJJLIC  LANDS.  Passed  without  amendment  S.  702,  to  authorize  the  Secretary  of 
^Agriculture  to  convey  a  tract  of  forest  land  in  Wyoming  to  the  town  of  AftorK. 

/  This  bill  will  now  be  sent  to  the  President,  p.  15422  \ 

/  Passed  without  amendment  H.  R,  3879,  to  authorize  the  Secretary  of  Agricul-\. 

ture  to  convey  to  Wyoming  for  agricultural  purposes  the  SCS  Farson  Pilot  Farm 
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DEPARTMENTS  OF  STATE  AND  JUS¬ 
TICE,  THE  JUDICIARY,  AND  RE- 
,  LATED  AGENCIES  APPROPRIA- 
\tIONS,  1961 

Mr.  MANSFIELD,  Mr.  President,  I 
ask  unanimous  consent  that  the  Senate 
proceed  to  the  consideration  of  Calendar 
No.  707\H.R.  7371,  and  that  the  bill  be 
laid  before  the  Senate  and  made  the  un¬ 
finished  business. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  bih.  will  be  stated  by  title  for 
the  informationSof  the  Senate. 

The  Legislative  Clerk.  A  bill  (H.R. 
7371)  making  appropriations  for  the  De¬ 
partments  of  State  and  Justice,  the  Ju¬ 
diciary,  and  related\agencies  for  the 
fiscal  year  ending  June  ^0,  1962,  and  for 
other  purposes.  \ 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Is  there  objection  to\he  request 
of  the  Senator  from  Montana? 

There  being  no  objection,  tnO  Senate 
proceeded  to  consider  the  bill.  \ 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum.  \ 
The  ACTING  PRESIDENT  pro  tena- 
pore.  The  clerk  will  call  the  roll.  \ 
Mr.  JAVTTS.  Mr.  Presiednt,  will  the 
Senator  withhold  his  request  for  a  min¬ 
ute? 

Mr.  MANSFIELD.  I  withhold  the 
suggestion  briefly,  without  losing  my 
right  to  the  floor. 

Mr.  JAVITS.  I  have  an  amendment 
to  the  appropriation  bill,  which  I  an¬ 
nounced  the  other  day,  which  deals  with 
the  U.S.  Information  Agency  and  has 
nothing  to  do  with  the  other  problem, 
which  may  take  a  good  deal  more  time. 
I  wondered  what  would  be  the  con¬ 
venience  of  the  Senator  as  to  debate  on 
that? 

Mr.  MANSFIELD.  If  the  Senator 
from  New  York  will  indulge  me,  I  sug¬ 
gest  that  ought  to  be  offered  later  in  the 
afternoon,  after  the  chairman  of  the 
committee  has  taken  over  and  gotten 
action  on  the  committee  amendments 
and  related  matters. 

Mr.  JAVITS.  I  thank  the  Senator. 
Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum  with, 
the  understanding  that  I  shall  not  lose 
my  right  to  the  floor.  / 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  With  that  understanding  the 
clerk  will  call  the  roll.  / 

The  legislative  clerk  proceeded  to  call 
the  roll.  / 

Mr.  MANSFIELD.  Mr.  /President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  ACTING  PRESU3ENT  pro  tem¬ 
pore.  Without  objection,  it  is  so 
ordered.  / 


AMENDMENT  OF  FARM  LOAN  ACT 
AND  FARM  CREDIT  ACT. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  un¬ 
finished  business  be  temporarily  laid 
aside  and  that  the  Senate  proceed  to 
the  consideration  of  Calendar  No.  723. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  bill  will  be  stated  by  title  for 
the  information  of  the  Senate. 


The  Legislative  Clerk.  A  bill  (S. 
1927)  to  amend  further  the  Federal 
Farm  Loan  Act  and  the  Farm  Credit 
Act  of  1933,  as  amended,  and  for  other 
purposes. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Is  there  objection  to  the  request 
of  the  Senator  from  Montana? 

There  being  no  objection,  the  Senate 
proceeded  to  consider  the  bill  (S.  1927) 
to  amend  further  the  Federal  Loan  Act 
and  the  Farm  Credit  Act  of  1933,  as 
amended,  and  for  other  purposes,  which 
had  been  reported  from  the  Committee 
on  Agriculture  and  Forestry,  with 
amendments,  on  page  3,  line  4,  after 
the  word  “permit”,  to  strike  out  “but  no 
additions  thereto  shall  be  made  which 
would  increase  such  reserves  above  5 
per  centum  of  loans  outstanding  at  the 
end  of  the  fiscal  year)  ”  and  insert  “until 
such  reserves  equal  or  exceed  3%  per 
centum  of  loans  outstanding  at  the  end 
of  the  fiscal  year  beyond  which  3(4  per 
centum  further  additions  to  such  re¬ 
serves  are  not  required  but  may  be 
made)”;  in  line  14,  after  the  word 
“bank”,  to  insert  “and”;  after  line  14,  to 
strike  out: 

(3)  by  inserting  in  the  first  paragraph  of 
section  41  thereof  (12  U.S.C.  1134c)  imme¬ 
diately  before  the  semicolon  at  the  end  of 
clause  “(a)”  the  following:  “,  but  no  loan 
shall  be  made  to  any  such  cooperative  asso¬ 
ciation  unless  at  least  75  per  centum,  or  such 
higher  per  centum  as  the  board  of  directors 
of  a  bank  for  cooperatives  determines,  of  the 
voting  rights  are  held  by  agricultural  pro¬ 
ducers  or  other  cooperative  associations 
eligible  to  borrow  from  such  bank”  and  by 
substituting  in  the  second  paragraph  of  said 
section  41  for  the  words  “as  defined  in  the 
Agricultural  Marketing  Act,  as  amended,”  the 
words  “eligible  for  loans  under  the  foregoing 
provisions  of  this  section”; 

On  page  4,  after  line  2,  to  strike  out; 

(4)  by  inserting  in  the  first  paragraph 
of  section  34  thereof  (12  U.S.C.  1134J)  im¬ 
mediately  before  the  semicolon  at  the  end 
of  clause  “(a)”  the  following:  ",  but  no 
loan  shall  be  made  to  any  such  cooperative 
association  unless  at  least  75  per  centum, 
or  such  higher  per  centum  as  the  board 
of  directors  of  the  central  bank  determines, 
of  the  voting  rights  are  held  by  agricultural 
producers  or  other  cooperative  associations 
eligible  to  borrow  from  such  bank”  and  by 
substituting  in  the  last  paragraph  of  said 
section  34  for  the  words  “as  defined  in  the 
Agricultural  Marketing  Act,  as  amended,”  the 
words  “eligible  for  loans  under  the  foregoing 
provisions  of  this  section”;  and 

And,  at  the  beginning  of  line  16,  to 
strike  out  “(5)”  and  insert  “(3)”;  so  as 
to  make  the  bill  read: 

Be  it  enacted  by  the  Senate  and  House 
of  Representatives  of  the  United  States  of 
America  in  Congress  assembled,  That  (a) 
section  12  of  the  Federal  Farm  Loan  Act,  as 
amended  (12  U.S.C.  771),  is  amended — 

(1)  by  substituting  “a  fixed  number  of 
one  or  more  installments  each  year”  for  “a 
fixed  number  of  annual  or  semiannual  in¬ 
stallments”  in  paragraph  "Second”  thereof; 
and 

(2)  by  substituting  in  the  fourth  sentence 
of  paragraph  “Sixth”  thereof  the  following 
for  all  that  comes  after  “but  no  such  loan 
shall  be  made  to  a  corporation”:  “unless  the 
principal  part  of  its  income  is  derived  from 
farming  operations  and  unless  owners  of 
stock  in  the  corporation  assume  personal 
liability  for  the  loan  to  the  extent  required 


under  rules  and  regulations  prescribed  by 
the  Farm  Credit  Administration.”. 

(b)  Section  202(c)  of  the  Federal  Farm 
Loan  Act,  as  amended  (12  U.S.C.,  supp.  n, 
sec.  1033),  is  amended  by  changing  the  word 
“five”  to  the  word  “seven”. 

Sec.  2.  The  Farm  Credit  Act  of  1933,  as 
amended,  is  amended — 

(1)  by  adding  the  following  subsection 
to  section  5  thereof  (12  U.S.C.  11311) : 

“(f)  The  revolving  funds  created  by  sub¬ 
sections  (a)  and  (e)  of  this  section  are 
hereby  combined  into  a  single  revolving  fund 
which  shall  be  available  for  all  purposes  for 
which  both  such  funds  were  heretofore  avail¬ 
able,  and  reference  in  any  provision  of  law 
to  the  revolving  fund  created  by  said  sub¬ 
section  (a)  or  said  subsection  (e)  shall  be 
deemed  a  reference  to  the  single  revolving 
fund  created  by  this  subsection.”; 

(2)  by  changing  section  22(a)  thereof  (12 
U.S.C.  1131f  (a) )  to  read: 

"(a)  Each  production  credit  association 
shall,  at  the  end  of  each  fiscal  year,  apply 
the  amount  of  its  earnings  for  such  year 
in  excess  of  operating  expenses  (including 
provision  for  valuation  reserves  against  loan 
assets  in  an  amount  equal  to  one-half  of  1 
per  centum  of  loans  outstanding  at  the  end 
of  the  fiscal  year,  to  the  extent  that  earnings 
for  the  year  in  excess  of  other  operating  ex¬ 
penses  permit,  until  such  reserves  equal  or 
exceed  3(4  per  centum  of  loans  outstanding 
at  the  end  of  the  fiscal  year  beyond  which 
3(4  per  centum  further  additions  to  such 
reserves  are  not  required  but  may  be  made) , 
first,  to  the  restoration  of  the  impairment, 
if  any,  of  capital;  and,  second,  to  the  estab¬ 
lishment  and  maintenance  of  a  surplus  ac¬ 
count,  the  minimum  amount  of  which  shall 
be  prescribed  by  the  Federal  intermediate 
credit  bank.”;  and 

(3)  by  adding  the  following  subsection  to 
section  36  thereof  (12  U.S.C.  11341)  : 

“(d)  Notwithstanding  any  other  provision 
of  this  Act,  in  the  case  of  liquidation  or  dis¬ 
solution  of  any  present  or  former  borrower 
from  a  bank  for  cooperatives,  the  bank,  may, 
in  accordance  with  rules  and  regulations 
prescribed  by  the  Farm  Credit  Administra¬ 
tion,  retire  and  cancel  any  capital  stock  or 
allocated  surplus  and  contingency  reserves 
or  other  equity  interest,  in  the  bank  owned 
by  such  borrower  at  the  fair  book  value 
thereof,  not  exceeding  par,  and,  to  the  extent 
required,  corresponding  shares  and  alloca¬ 
tions  or  other  equity  interests  held  by  the 
regional  bank  in  the  central  bank  shall  be 
retired.”. 

Mr.  MUSKIE.  Mr.  President,  this  bill 
was  passed  over  on  the  call  of  the  calen¬ 
dar  because  of  a  question  raised  with 
the  calendar  committee  bearing  upon  a 
statement  made  in  the  report.  The  Sen¬ 
ator  from  Florida  [Mr.  Holland]  is 
present  and  is  willing  to  make  the  in¬ 
formation  in  this  regard  part  of  the 
Record.  I  should  like  to  direct  a  question 
to  him,  if  I  may. 

Mr  HOLLAND.  Mr.  President,  I  shall 
be  happy  to  respond,  if  I  can,  to  any 
question  the  Senator  from  Maine  may 
have. 

Mr.  MUSKIE.  Mr.  President,  at  the 
bottom  of  page  10  and  the  top  of  page  11, 
there  appears  a  statement  in  the  report 
from  the  Treasury  Department,  as  fol¬ 
lows: 

In  summary,  it  appears  that  appropriate 
bad  debt  reserves  for  production  credit  asso¬ 
ciations  can  best  be  resolved  on  an  adminis¬ 
trative  basis;  that  the  proposed  statutory  5 
percent  reserve  ceiling  cannot  be  justified 
from  the  viewpoint  of  a  logical  and  equitable 
application  of  the  income  tax  law  even  when 
taking  into  account  the  large  loss  experience 
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of  lending  institutions  during  the  economic 
collapse  of  the  1930’s;  and  that  enactment 
of  a  5  percent  reserve  ceiling  for  production 
credit  associations,  if  used  as  a  precedent  for 
comparable  lending  institutions,  would  en¬ 
tail  revenue  losses  substantially  in  excess  of 
$1  billion. 

The  question  which  arose  in  the  calen¬ 
dar  committee  was  as  to  that  tax  im¬ 
pact  suggested  by  the  section  of  the  re¬ 
port.  I  should  appreciate  having  the 
Senator’s  comments. 

Mr.  HOLLAND.  I  am  very  happy  to 
respond  to  that  question,  Mr.  President. 

In  the  first  place,  the  bill  would  amend 
various  sections  relative  to  the  Farm 
Credit  Administration  units,  in  further¬ 
ance  of  the  purpose  which  we  entered 
into  in  1953,  to  have  all  those  units  pass 
under  the  control  of  the  growers  who 
were  using  them.  The  one  section  which 
seems  to  have  brought  any  difficulty  is 
the  one  referred  to  by  the  distinguished 
Senator  from  Maine.  That  section  would 
permit  the  production  credit  associa¬ 
tions  to  set  up  a  bad  debt  reserve  of  3  V2 
percent  of  their  outstanding  loans  on  a 
basis  of  transferring  to  that  reserve  one- 
half  percent  each  year  until  the  reserve 
is  completed. 

The  subject  matter  is  one  that  has 
brought  on  a  great  deal  of  trouble  and 
litigation.  There  have  been  23  suits  in 
the  Federal  district  courts  relative  to 
the  reserves  set  up  by  Production  Credit 
Associations,  which  now,  in  most  cases, 
belong  entirely  to  the  growers  who  are 
using  them.  Of  the  488  associations,  I 
believe  now  there  are  only  13  in  which 
there  is  any  Federal  capital  still  invested. 
These  suits  are  referred  to  on  page  10  of 
the  committee  report.  If  the  distin¬ 
guished  Senator  will  look  at  that  page,  I 
think  he  will  see  a  rather  brief  statement 
appearing  in  the  third  paragraph  on 
that  page,  which  I  shall  read  into  the 
Record  : 

In  such  actions  brought  by  23  of  the  as¬ 
sociations,  the  courts  allowed  the  claims  of 
17  associations  in  full;  in  3  cases  a  sub¬ 
stantial  part  of  their  claims  were  allowed; 
and  only  in  3  cases  were  the  additions 
claimed  disallowed  in  total.  These  decided 
cases  are  summarized  at  pages  77-79  of  the 
hearings  on  S.  1927  under  the  heading  “Per¬ 
centages  of  Outstanding  Loans  Accepted  by 
Courts  as  Appropriate  for  Bad  Debt  Reserves 
of  Production  Credit  Associations  in  Pass¬ 
ing  on  Additions  Thereto  To  Be  Allowed  as 
Deductions  for  Federal  Income  Tax  Pur¬ 
poses.”  In  one  case,  the  court  allowed  the 
association  accumulated  bad  debt  reserves 
of  only  3  percent  of  outstanding  loans  even 
though  more  was  claimed.  For  other  asso¬ 
ciations,  accumulations  as  high  as  4.09,  3.76, 
4.15,  3.88,  4.33,  4.65,  4.76,  and  4.49  percent  of 
outstanding  loans  were  allowed  by  the  courts 
as  bad  debt  reserves.  Smaller  accumulations 
were  involved  for  most  of  the  associations 
because  they  had  not  yet  built  up  their  re¬ 
serves  any  further  for  the  years  in  dispute. 
Inasmuch  as  such  court  decisions  now  have 
delineated  what  are  deemed  reasonable  bad 
debt  reserves  for  the  production  credit  asso¬ 
ciations,  it  is  considered  that  the  associations 
should  not  have  to  continue  to  resort  to  court 
actions  to  sustain  deductions  made  for  bad 
debt  reserves.  Such  a  procedure  is  costly 
and  time  consuming  not  only  to  the  associa¬ 
tions  but  also  to  the  United  States  which  is 
represented  by  the  Department  of  Justice  in 
such  actions.  The  reasons  for  specifying  in 
the  law  the  amounts  which  the  production 
credit  associations  are  to  add  to  their  bad 
debt  reserves  each  year  were  gone  into  at 
length  in  the  hearings  on  S.  1927. 


As  the  bill  was  originally  drafted  by 
the  Farm  Credit  Administration  and  in¬ 
troduced  by  the  distinguished  Senator 
from  Louisiana  [Mr.  Ellender],  the 
chairman  of  our  committee,  it  would 
have  provided  for  an  authorization  of 
reserves  to  the  extent  of  5  percent  of  the 
outstanding  loans.  The  committee,  on 
seeing  the  record  of  these  23  suits,  not¬ 
ing  that  so  many  of  them  were  in  the 
area  between  3:/2  percent  and  5  percent, 
decided  that,  as  a  matter  of  caution,  we 
should  approve  the  establishment  of  a 
reserve  of  3 x/2  percent,  with  the  provi¬ 
sion  in  the  bill  that  if  higher  reserves 
were  needed,  under  the  method  of  doing 
business  of  any  particular  production 
credit  association,  such  higher  reserve 
could  be  agreed  upon  between  the  asso¬ 
ciation  and  the  Commissioner  of  Inter¬ 
nal  Revenue. 

Earlier  than  our  drafting  of  the 
amendment,  which  is  now  in  the  bill, 
and  which  we  think  is  entirely  reason¬ 
able,  the  question  had  been  submitted 
to  the  Department  of  the  Treasury.  The 
submission  brought  forth  the  letter  from 
which  the  distinguished  Senator  from 
Maine  has  quoted,  in  part.  If  the  Sena¬ 
tor  will  look  at  the  report,  he  will  see 
the  entire  letter  of  the  Treasury  Depart¬ 
ment  set  forth  on  page  17  and  following 
to  the  middle  of  page  20.  It  is  a  letter 
addressed  to  the  Senator  from  Louisi¬ 
ana  [Mr.  Ellender]  from  Stanley  S. 
Surrey,  Assistant  Secretary.  However, 
the  Senator  will  note  that  on  page  19,  the 
place  at  which  this  “$1  billion  dream” 
came  into  the  picture,  there  appears  the 
following: 

At  tbe  present  time,  the  average  reserve 
ceiling  of  commercial  banks  employing  the 
bad  debt  reserve  formula  amounts  to  2.4 
percent  of  eligible  loans.  It  is  estimated 
that,  if  a  5-percent  reserve  ceiling  were  ap¬ 
plied  to  commercial  banks,  the  consequent 
loss  to  Federal  revenues  would  amount  to 
well  over  $1  billion  over  a  short  period  of 
time,  plus  a  substantial  continuing  revenue 
loss  as  the  banks  increased  their  outstand¬ 
ing  loans. 

Mr.  MUSKIE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HOLLAND.  I  yield. 

Mr.  MUSKIE.  The  first  point  that 
ought  to  be  made  is  that  the  bill  pro¬ 
vides  for  3V2  percent  rather  than  5 
percent. 

Mr.  HOLLAND.  The  Senator  is  cor¬ 
rect.  Furthermore,  to  bring  about  any 
such  great  loss  as  Mr.  Surrey  indicates 
in  his  letter  would  require  not  only  a 
5  percent  reserve,  but  also  would  require 
that  the  reserve  be  made  applicable  to 
commercial  banks,  which  he  mistakenly 
refers  to  in  the  paragraph  which  the 
Senator  has  read  into  the  Record  as 
“similar  institutions.”  They  are  not 
similar  institutions,  because  the  com¬ 
mercial  banks  lend  from  deposited 
funds,  funds  which  are  deposited  by 
their  customers,  whereas  the  production 
credit  associations  lend  entirely  from 
borrowed  funds,  on  which  they  can  have 
only  a  small  markup  in  the  interest  rate 
under  the  law. 

Mr.  MUSKIE.  Mr.  President,  will  the 
Senater  yield? 

Mr.  HOLLAND.  I  yield. 

Mr.  MUSKIE.  What,  if  any,  would 
be  the  impact  of  this  specific  provision 


August  21 

with  respect  to  the  lending  institutions 
covered  by  it  upon  tax  revenues? 

Mr.  HOLLAND.  It  would  be  com¬ 
pletely  negligible,  because  the  courts 
have  repeatedly  upheld  reserves  greater 
than  3  y2  percent.  What  we  are  trying 
to  do  is  to  establish  a  figure  which  would 
give  repose  to  these  organizations — 488 
of  them — which  exist  for  only  one  pur¬ 
pose.  I  was  about  to  add  that  whereas 
commercial  banks  can  lend  for  many 
purposes,  these  institutions,  which  lend 
only  borrowed  money,  can  lend  for  only 
one  purpose,  and  that  is  the  production 
of  agricultural  crops  on  a  short-term 
basis,  so  the  Production  Credit  Associa¬ 
tions  are  in  no  sense  comparable  to  com¬ 
mercial  banks.  The  committee,  with 
what  I  thought  was  an  excess  of  caution, 
reduced  the  5 -percent  reserve  figure  to 
3y2  percent.  Of  course,  it  applies  only 
to  the  production  credit  associations. 
As  the  Senator  has  already  noted,  in 
many  instances  the  courts  have  upheld 
reserves  over  3y2  percent  in  actually  liti¬ 
gated  cases. 

Mr.  MUSKIE.  Mr.  President,  I  ex¬ 
press  my  appreciation  to  the  distin¬ 
guished  Senator  from  Florida.  He  has 
answered  to  my  satisfaction  the  ques¬ 
tions  which  were  raised  by  the  calendar 
committee. 

Mr.  HOLLAND.  I  thank  the  distin¬ 
guished  Senator. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  at 
this  point  a  general  explanation  of  the 
bill,  which  I  shall  not  weary  the  Senate 
by  reading,  but  merely  place  it  in  the 
Record  as  an  explanation  of  the  bill. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Holland 

This  bill  makes  several  technical  changes 
in  the  laws  relating  to  the  cooperative  credit 
system  regulated  by  the  Farm  Credit  Ad¬ 
ministration. 

Two  of  these  changes  relate  to  the  Fed¬ 
eral  land  banks.  The  Federal  land  banks 
are  the  long-term  real  estate  lending  agen¬ 
cies  of  the  farm  credit  system.  They  are 
entirely  borrower  owned.  The  first  of  the 
amendments  relating  to  the  Federal  land 
banks  permits  installment  payments  on  loans 
made  by  the  banks  to  be  scheduled  more 
frequently  than  semiannually.  The  law 
now  provides  that  each  mortgage  shall  con¬ 
tain  an  agreement  providing  for  the  repay¬ 
ment  of  the  loan  on  an  amortization  plan 
by  means  of  a  fixed  number  of  annual  or 
semiannual  installments.  Where  the  bor¬ 
rower’s  income  is  received  on  a  monthly 
basis  or  some  other  basis  more  frequently 
than  semiannually,  as  is  the  case  for  in¬ 
stance  with  milk  producers,  a  monthly  or 
other  repayment  schedule  may  be  preferable 
to  an  annual  or  semiannual  schedule.  The 
bill  would  permit  the  most  suitable  arrange¬ 
ment  to  be  made. 

The  second  amendment  relating  to  the 
Federal  land  banks  would  make  it  easier 
for  a  farm  which  had  incorporated  to  obtain 
a  loan.  Many  family  farms  are  incorporated 
today  for  a  variety  of  purposes.  For  in¬ 
stance,  incorporation  makes  it  easier  to  di¬ 
vide  up  the  various  interests  among  the 
children  when  the  parents  die.  At  present 
Federal  land  banks  may  make  loans  to  cor¬ 
porations  only  where  the  owners  of  75  per¬ 
cent  of  the  stock  are  actually  farming  on 
the  land  and  owners  of  a  like  amount  of 
stock  assume  personal  liability  for  the  loan. 
Thus  if  the  stock  should  descend  to  two 
sons  in  equal  parts  and  only  one  of  them 
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remains  on  the  farm  the  Federal  land  bank 
could  not  make  a  loan  to  the  corporation. 
The  bill  would  amend  this  to  permit  a  loan 
to  a  farming  corporation  if  the  owners  of 
stock  in  the  corporation  assume  personal 
liability  for  the  loan  to  the  extent  required 
under  the  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration. 

Three  of  the  changes  made  by  the  bill 
relate  to  the  intermediate  credit  agencies; 
namely,  the  Federal  intermediate  credit 
banks  and  the  production  credit  associations. 

At  present  the  maxim  am  maturity  for 
loans  or  discount  by  the  Federal  interme¬ 
diate  credit  banks  is  5  years.  The  bill  would 
make  this  7  years.  Experience  has  shown 
that  while  maturities  of  2  to  5  years  are 
satisfactory  in  most  cases  of  loans  made 
for  such  purposes  as  purchases  of  livestock 
and  heavy  equipment,  improvement  of  farm 
buildings,  and  installation  of  bulk  milk 
tanks,  the  banks  at  times  encounter  indi¬ 
vidual  cases  in  which  a  6-  or  7-yeax  maturity 
is  needed  to  liquidate  the  obligation. 

The  second  amendment  relating  to  the  in¬ 
termediate  credit  agencies  would  combine 
the  revolving  funds  available  for  subscrip¬ 
tion  by  the  Government  to  the  stock  of  the 
production  credit  associations  and  the  Fed¬ 
eral  intermediate  credit  banks.  At  present 
there  is  a  revolving  fund  of  $60  million  avail¬ 
able  for  subscription  to  the  capital  stock  of 
production  credit  associations,  and  a  revolv¬ 
ing  fund  of  $70  million  authorized  for 
subscription  to  the  capital  stock  of  the  Fed¬ 
eral  intermediate  credit  banks.  Of  the  latter 
$70  million  authorized  revolving  fund,  only 
$40  million  has  actually  been  made  available 
and  the  increase  to  $70  million  is  to  be  made 
with  proceeds  from  the  retirement  of  the 
last  $30  million  of  Government-owned  stocks 
in  the  credit  banks  at  January  1,  1957.  Only 
a  small  portion  of  the  $60  million  revolving 
fund  is  needed  for  the  production  credit  as¬ 
sociations.  However,  the  Federal  inter¬ 
mediate  credit  banks  may  have  greater 
needs  than  can  be  supplied  by  the  revolving 
fund  now  available  to  them.  The  law  pre¬ 
scribes  that  the  debentures  and  similar 
obligations  issued  for  a  Federal  intermediate 
credit  bank  and  other  borrowings  may  not 
exceed  10  times  the  surplus  and  paid-in 
capital  of  the  bank.  As  the  banks  expand 
their  business  in  order  to  meet  farmers’ 
needs  for  intermediate  credit,  it  is  therefore 
necessary  that  they  issue  additional  stock. 
As  of  March  1,  1961,  investments  in  the 
capital  stock  of  the  credit  banks  out  of  the 
revolving  fund  totaled  $19,350,000,  and  it  is 
estimated  that  an  additional  $5,500,000  will 
be  needed  through  the  rest  of  this  year,  leav¬ 
ing  $15,150,000  of  the  original  $40  million 
available  after  this  year.  The  production 
credit  associations  obtain  their  funds  by  dis¬ 
counting  notes  with  the  Federal  intermediate 
credit  banks.  The  most  effective  way,  there¬ 
fore,  of  providing  the  production  credit  asso¬ 
ciations  with  needed  funds  is  to  permit  use 
of  both  revolving  funds  for  the  purchase  of 
stock  in  the  Federal  intermediate  credit 
banks,  thereby  expanding  the  base  for  bor¬ 
rowing  by  the  Federal  intermediate  credit 
banks  and  increasing  their  ability  to  dis¬ 
count  the  notes  of  the  production  credit 
associations. 

The  third  change  made  by  the  bill  with 
respect  to  intermediate  credit  agencies  re¬ 
lates  to  the  production  credit  associations. 
With  the  committee  amendment,  it  requires 
them  to  set  aside  from  each  year’s  earnings 
an  amount  equal  to  one-half  percent  of  their 
outstanding  loans  for  a  bad  debt  reserve 
until  such  reserve  equals  3  y2  percent  of  out¬ 
standing  loans,  after  which  increases  in  the 
reserve  are  permitted,  but  not  required.  At 
present  the  law  permits  the  establishment  of 
a  bad  debt  reserve  without  limitation  and 
without  requirement  as  to  the  setting  up  of 
any  specific  amount.  The  production  credit 


associations  were  not  subject  to  Federal  in¬ 
come  taxes  so  long  as  the  United  States  held 
any  class  A  stock  in  them.  At  present  the 
Government  holds  class  A  stock  in  only  13 
associations  out  of  a  total  of  488,  so  that  the 
remaining  475  associations  are  now  subject 
to  Federal  income  tax.  The  first  of  the  asso¬ 
ciations  to  file  Federal  income  tax  returns 
began  doing  so  in  1945.  Since  that  time  the 
Internal  Revenue  Service  has  questioned  the 
reasonableness  of  the  bad  debt  reserves  of 
the  associations  in  a  great  number  of  cases. 
Twenty-three  associations  have  brought  suit 
against  the  Government  to  recover  the 
amount  of  taxes  paid  as  a  result  of  the  dis¬ 
allowance  of  bad  debt  reserve  deductions  by 
the  Internal  Revenue  Service.  In  17  of  these 
23  cases  the  courts  allowed  the  associations’ 
claims  in  full.  In  three  cases  the  courts  al¬ 
lowed  a  substantial  part  of  the  associations’ 
claims,  and  in  only  three  cases  were  the 
claims  disallowed  in  total.  The  courts  have 
allowed  bad  debt  reserves  as  high  as  4.76 
percent  of  outstanding  loans.  The  bill,  by 
requiring  the  production  credit  asosciations 
to  accumulate  a  bad  debt  reserve  of  3  y2  per¬ 
cent  of  outstanding  loans,  would  be  legisla¬ 
tively  determining  a  reasonable  bad  debt 
reserve  for  production  credit  associations 
which  ought  to  be  determinative  of  the 
question  of  reasonableness  for  the  purpose  of 
the  Federal  income  tax  laws  as  well.  In 
view  of  the  fact  that  a  number  of  courts 
have  allowed  bad  debt  reserves  in  excess  of 
3  y2  percent,  the  reasonableness  of  a  reserve 
of  this  amount  should  hardly  be  subject  to 
question. 

The  bill  as  introduced  prescribed  a  maxi¬ 
mum  bad  debt  reserve  of  5  percent.  In  view 
of  the  objections  of  the  Internal  Revenue 
Service,  whose  letter  is  set  out  in  the  com¬ 
mittee  report,  the  committee  has  recom¬ 
mended  a  required  bad  debt  reserve  of  3  y2 
percent  and  a  permissive  bad  debt  reserve 
above  that  without  limit.  In  the  case  of 
bad  debt  reserves  above  3  f2  percent  then, 
the  law  would  be  left  as  it  now  is  and  the 
reasonableness  of  the  excess  would  be  for  ad¬ 
ministrative  determination. 

The  last  change  by  the  bill  relates  to  the 
banks  for  cooperatives  and  would  permit  the 
retirement  of  the  interests  in  any  bank  for 
cooperatives  held  by  a  cooperative  which  is 
liquidated  or  dissolved.  Cooperative  associ¬ 
ations  borrowing  from  banks  for  cooperatives 
are  required  to  purchase  class  C  stock  in  the 
bank.  Such  stock  may  also  be  issued  to 
the  cooperative  as  a  patronage  dividend. 
The  cooperative  is  also  allocated  an  interest 
in  the  surplus  and  contingency  reserves  of 
the  bank  which  eventually  is  payable  in 
class  C  stock.  Class  C  stock  may  not  be 
retired  until  after  all  class  A  stock  owned  by 
the  Government  is  retired  and  all  class  B 
stock  owned  by  investors  issued  in  the  same 
or  earlier  fiscal  years  is  retired.  It  will  be 
some  years  before  such  interests  are  retired 
and  the  proceeds  can  be  paid  to  the  holders. 
When  that  time  comes  any  interests  of 
former  borrowers  who  have  liquidated  or  dis¬ 
solved  will  present  a  very  difficult  problem 
unless  the  banks  are  permitted  to  retire  and 
cancel  their  interests  upon  dissolution. 

As  introduced  the  bill  also  contained  an¬ 
other  provision  which  would  have  permitted 
the  banks  for  cooperatives  to  make  loans  to 
cooperatives,  even  though  only  75  percent 
of  their  voting  rights  were  held  by  farmers. 
At  present  the  requirement  is  90  percent. 
For  the  reasons  stated  in  the  report  the 
committee  thought  this  provision  might  not 
be  wise  and  has  recommended  its  deletion 
from  the  bill. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  question  is  on  agreeing  to 
the  committee  amendments. 

The  amendments  were  agreed  to. 


Mr.  McCLELLAN.  Mr.  President,  a 
parliamentary  inquiry. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  will  state  it. 

Mr.  McCLELLAN.  What  bill  is  before 
the  Senate? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  S.  1927. 

The  bill  is  open  to  further  amend¬ 
ment.  If  there  be  no  further  amend¬ 
ment  to  be  proposed,  the  question  is  on 
the  engrossment  and  third  reading  of 
the  bill. 

The  bill  was  ordered  to  be  engrossed 
for  a  third  reading,  was  read  the  third 
time,  and  passed. 


DEPARTMENTS  OP  STATE  AND  JUS¬ 
TICE, /THE  JUDICIARY,  AND  RE¬ 
LATED  AGENCIES  APPROPRIA¬ 
TIONS,  1962 

Tne  Senate  resumed  the  consideration 
oy  the  bill  (H.R.  7371)  making  appropria- 
/Uons  for  the  Departments  of  State  and 
Justice,  the  Judiciary,  and  related  agen¬ 
cies  for  the  fiscal  year  ending  June  30, 
1962,  and  for  other  purposes. 

Mr.  McCLELLAN.  Mr.  President,  the 
Committee  on  Appropriations  has  re¬ 
ported  to  the  Senate,  by  unanimous  vote, 
the  bill  H.R.  7371  covering  fiscal  year 
1962  appropriations  for  the  Departments 
of  State  and  Justice,  the  Judiciary,  and 
related  agencies. 

The  bill  provides  total  appropriations 
of  $761,452,550.  This  is  an  increase  of 
$10,152,500  over  the  House  bill  and  $15,- 
077,560  over  the  1961  appropriations,  but 
is  $44,131,652  under  the  revised  esti¬ 
mates  for  fiscal  1962. 

The  committee  determined  that  the 
additional  sum  over  the  amount  recom¬ 
mended  by  the  House  was  essential  to 
adequately  provide  for  the  additional 
needs  of  these  Departments  and  agencies 
in  fiscal  year  1962  and  would  enable  the 
State  Department  and  U.S.  Information 
Agency  to  expand  their  programs  in 
highly  critical  areas,  especially  in  Africa 
and  Latin  America. 

The  committee  held  15  days  of  hear¬ 
ings,  and  over  1,200  pages  of  testimony 
were  taken.  Every  consideration  was 
given  to  each  restoration  requested  and 
the  justifications  presented  in  support 
'thereof.  In  measuring  the  need  for  addi¬ 
tional  funds,  the  committee  was  deeply 
mindful  of  the  heavy  responsibilities 
presently  imposed  upon  these  offices,  par¬ 
ticularly  in  the  light  of  mounting  world 
tensions^  At  the  same  time,  the  commit¬ 
tee  was  mindful  of  the  necessity  for  cur¬ 
tailing  or  eliminating  nonessential  ex¬ 
penditures  and  conserving  U.S.  dollars 
where  practicable. 

The  details  W  the  changes  recom¬ 
mended  by  the  committee  are  set  forth 
in  the  report  whibh  is  on  each  Mem¬ 
ber’s  desk,  and  I  shall  only  briefly  out¬ 
line  the  more  significant  changes  made 
in  the  House  bill.  \ 

For  the  Department  orSState,  $5,217,- 
000  was  added  to  the  HousVbill.  Of  this 
amount,  $2,750,000  is  for  “Salaries  and 
expenses”  of  the  DepartmentSand  For¬ 
eign  Service.  About  $1  million  is  al¬ 
lowed  to  strength  the  security  activities 
and  the  balance  is  to  expand  such\tems 
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as\the  language  training  program,  the 
trade  expansion  program,  and  so  forth. 
Also  provided  is  $1,600,000  in  the  “Special 
foreign  .currency  program”  for  interna¬ 
tional  educational  exchange  activities. 
This  will  'provide  a  total  appropriation 
of  $35,200,0^0— $27  million  in  the  regu¬ 
lar  dollar  appropriation  and  $8,200,000  in 
the  “Special  foreign  currency  program.” 
With  funds  previously  appropriated, 
this  will  permit  an  exchange  program 
of  $43,957,985  for  fiscal  1962.  Members 
of  the  Senate  will  beanterested  to  know 
that  the  committee  provided  $150,000  for 
the  U.S.  Citizen  Commission  on  NATO, 
which  together  with  authorization  to  use 
not  to  exceed  $122,130  ok  the  unused 
funds  provided  in  fiscal  196r.  will  make 
available  $272,130  to  meet  thdvCommis- 
sion’s  estimated  fund  requirements  for 
its  operation  this  year. 

For  the  Department  of  Justice,  the 
committee  recommended,  except  intone 
instance,  the  House  allowance,  as  the 
Attorney  General  and  his  assistants  indr 
cated  satisfaction  with  the  amounts  ap¬ 
proved  in  the  various  appropriations  for 
the  Department.  In  the  appropriation 
for  “Buildings  and  facilities,”  the  com¬ 
mittee  appi'oved  the  additional  sum  of 
$250,000,  or  about  one-half  of  the  sum 
needed  to  advance  the  planning  pro¬ 
gram  of  a  new  psychiatric  center  which 
will  be  required  in  the  not  too  distant 
future  because  of  the  increased  number 
of  mental  patients  now  in  Federal  insti¬ 
tutions. 

For  the  judiciary  branch,  only  $567,- 
000  was  added  and  this  sum  was  for 
“Salaries  and  expenses”  of  referees,  be¬ 
cause  of  the  huge  increase  in  bankruptcy 
cases,  up  18  percent  over  a  year  ago. 
This  expense  is  not  from  public  funds 
but  from  accumulations  in  the  special 
bankruptcy  account. 

For  the  “U.S.  Information  Agency,” 
the  committee  recommended  that  $4,- 
118,500  be  added  to  the  House  bill  to  pro¬ 
vide  a  total  appropriation  of  $138,901,- 
000  for  the  six  items  controlled  by  the 
Agency.  The  Agency  had  asked  the 
committee  to  restore  $13,115,500,  but  the 
committee  felt  the  net  increase  of  $4.1 
million  would  be  sufficient  until  the 
Agency  had  had  an  opportunity  to  re¬ 
evaluate  and  reappraise  many  of  its 
present  programs,  to  bring  about  bette: 
utilization  of  personnel,  display  mofe 
initiative  and  aggressiveness  in  attack¬ 
ing  the  evils  of  communism,  and  report 
to  the  committee  its  accomplishments. 

Included  in  the  increase,  is  the sum  of 
$3.5  million  for  “Salaries  and  Expenses,” 
and  of  this  amount,  the  sum/w  $1.7  mil¬ 
lion  is  added  in  the  regular  dollar  ap¬ 
propriation  and  $1.8  milljOn  is  added  in 
the  “Special  foreign  currency”  appro¬ 
priation.  The  $1.8  million  is  to  cover  the 
costs  of  regular  USI/programs  in  those 
countries  where  tin?  United  States  owns 
Public  Law  480  funds  in  excess  amounts, 
and  which  programs  were  previously 
funded  from  fehe  regular  dollar  appro¬ 
priation.  This  transfer  merely  increases 
the  utilization  of  excess  foreign  curren¬ 
cies  and  saves  U.S.  dollars. 

The  committee  also  allowed  an  increase 
of  $1,280,500  in  the  “Special  internation¬ 
al  program”  for  trade  fairs  and  trade 
missions. 


An  additional  $398,000  for  the  item 
“Acquisition  and  construction  of  radio 
facilities”  was  provided  to  cover  the  full 
cost  of  $3,958,000  for  an  expanded  relay 
station  in  the  United  Kingdom. 

For  the  operation  of  the  “Informa¬ 
tional  media  guarantee  program,”  the 
committee  recommended  $1,500,000.  Al¬ 
though  this  was  a  reduction  of  $1  mil¬ 
lion  under  the  House  recommendation, 
together  with  funds  already  in  the  pro¬ 
gram,  it  will  still  permit  the  Agency  to 
carry  out  what  the  committee  believes 
to  be  an  adequate  program  this  fiscal 
year.  The  Director  of  the  Agency,  Mr. 
Edward  R.  Murrow,  is  presently  under- 
,  taking  a  thorough  study  to  determine  the 
effectiveness  of  this  program,  and  until 
that  study  is  completed,  the  committee 
felt  that  the  suggested  appropriation 
would  be  sufficient. 

As  I  previously  indicated,  the  commit¬ 
tee  was  unanimous  in  its  approval  of  the 
bill  as  reported,  and,  accordingly,  I  rec¬ 
ommend  approval  of  the  measure. 

Mr.  President,  I  ask  unanimous  con- 
int  that  the  committee  amendments  be 
agreed  to  en  bloc  and  that  the  bill  as 
thuk  amended  be  regarded  for  purposes 
of  amendment  as  original  text,  provided 
that  iN.  point  of  order  shall  be  consid¬ 
ered  to  leave  been  waived  by  reasopr  of 
agreement  to  this  order. 

The  ACTING  PRESIDENT  pi/  tem¬ 
pore.  Is  thete  objection? 

Mr.  MANSFXJSLD.  Does  tl/  Senator 
yield? 

Mr.  McClellan 

Mr.  MANSFIELD'S 
amendments  been  ag 

The  ACTING  PRES 
pore.  No. 

Mr.  JAVITS.  IteSserviitg  the  right  to 
object — and  I  reserve  the  Aught  only  so 
that  I  may  ask /the  Senator's*  question, 
because  I  knot/  the  Senator  ffcom  Mon¬ 
tana  wisheyThe  floor  immediately.  I 
assume  thy  Senator  knows  that\J  will 
move  to  restore  the  items  for  the  NSIA. 
If  he  dyes  not  know  that,  I  now  sfcgte 
so  to  1 

M y.  McCLELLAN.  The  Senator  wil 
mo^e  to  restore  everything,  with 
spect  to  all  items? 

Mr.  JAVITS.  No.  I  will  move  to  re¬ 
store  what  the  Agency  sought  to  have 
restored  and  which  the  committee  did 
not  restore,  with  the  exception  of  two 
items,  the  foreign  currency  item  of 
$1,800,000,  which  the  committee  took 
care  of,  and  also  the  item  with  respect 
to  psychiatric  examinations,  on  which  I 
agree  with  the  committee. 

I  should  like  to  ask  the  Senator,  as 
a  basis  for  that  ultimate  motion,  which 
will  come,  as  I  understand,  according  to 
the  preference  of  the  majority  leader, 
after  the  civil  rights  matter  has  been 
disposed  of,  what  was  the  reason  for 
giving  the  Agency  $1,700,000  over  and 
above  the  amount  the  House  allowed, 
under  the  item  “Salaries  and  expenses”? 
I  do  not  recall  the  Senator  dealing  with 
that  in  his  general  statement. 

Mr.  McCLELLAN.  With  respect  to 
the  dollar  appropriations,  the  agency 
asked  for  the  restoration  of  $8,050,000. 

Mr.  JAVITS.  That  is  correct. 

Mr.  McCLELLAN.  The  committee  felt 
that  $1,700,000  was  sufficient  to  be  added 


I  yiete 
Have  all  committee 
i;eea  to? 

IDENT  pro  tem- 


to  the  House  allowance  of  $110  million. 
Some  of  the  factors  which  we  consid¬ 
ered,  which  bore  weight  with  respect, 
to  what  the  committee  finally  recoi 
mended,  was  that  the  Agency  admi 
that  in  the  House  allowance  there/Was 
$4,800,000  to  meet  increased  p/gram 
needs,  including  urgent  needs  incAfrica 
and  Latin  America.  The  Hpusp  had  al¬ 
ready  allowed  a  substantial  amount  for 
that  purpose. 

Another  reason  was  that/Che  $1,800,000 
was  to  enable  the  trai/fer  of  certain 
expenses  to  a  special/foreign  security 
program. 

Another  was  the/’ availability  during 
the  fiscal  year  of/at  least  $250,000  by 
reason  of  the  Agency’s  planned  reduc¬ 
tion  of  pro  grants  in  western  Europe. 

It  was  felt ^at  many  other  programs 
justified  a  /reevaluation  of  personnel 
through  r/uinement  and  reassigning,  so 
as  to  inc/ease  effectiveness.  It  was  felt 
that  these  things  should  be  done  be¬ 
fore  any  additional  appropriations  were 
made.  In  other  words,  there  ought  to 
be/ a  further  opportunity,  before  in- 
:ases  in  appropriations  are  made,  to 
iscertain  whether  additional  appropria¬ 
tions  are  necessary. 

The  committee,  after  hearing  testi¬ 
mony  on  the  subject,  and  after  discus¬ 
sions  with  Mr.  Murrow,  felt  that  this 
was  the  proper  course  to  pursue  if  we 
were  to  be  good  stewards  of  the  Treas¬ 
ury’s  resources. 

Mr.  JAVITS.  Would  the  Senator 
from  Arkansas  say  that  the  feeling  in 
the  committee  was  in  any  way  analogous 
to  the  sense  of  urgency  which  has  been 
demonstrated  by  Congress  with  respect 
to  military  appropriations  lately? 

Mr.  McCLELLAN.  I  do  not  believe 
there  is  any  doubt  that  every  member  of 
the  committee  is  fully  cognizant  of  the 
urgency  of  world  affairs  today.  How¬ 
ever,  the  committee  is  not  of  a  mind  to 
panic;  it  is  not  inclined  to  yield  to  pres¬ 
sures  for  some  kind  of  crash  program 
without  a  proper  evaluation  of  it. 

The  committee  feels  that  Congress  is 
in  session  most  of  each  calendar  year, 
and  certainly  enough  funds  are  provided 
the  bill  to  justify  a  full  year’s  pro¬ 
gram  of  planning  for  spending.  If  de¬ 
ficiencies  should  arise  at  any  time,  the 
practice  has  always  been,  and  will  con¬ 
tinue  \o  be,  I  assume,  so  long  as  there  is 
a  Congress,  that  when  Congress  returns, 
the  agency  may  ask  for  more  funds.  An 
opportunity  will  be  afforded,  not  only 
with  respecKto  this  bill,  but,  I  assume, 
with  respect  tb  all  appropriation  bills,  to 
consider  future^equests,  as  the  situation 
may  arise,  for  additional  funds. 

I  do  not  know  'whether  the  Senator 
from  New  York  agrees  with  me,  but  I 
feel  that  these  amounts  ought  to  be  held 
down,  because  we  can  always  anticipate 
additional  requests.  Simply  to  grant  re¬ 
quests  for  funds,  without Nany  sense  of 
conserving  resources,  wrtiiout  any 
thought  of  trying  to  effectuate  economy 
or  trying  to  get  value  received'^or  what 
is  spent,  is  not  a  proper  approach.  I 
may  be  wrong,  but  that  is  my  philosophy. 
I  would  not  be  willing  to  cut  one  {time 
from  the  bill  at  any  point — whether  it 
for  the  Department  of  State,  the 
partment  of  Justice,  the  Judiciary,  oiA 
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IN  THE  HOUSE  OE  REPRESENTATIVES 

August  22, 1961 

Referred  to  the  Committee  on  Agriculture 


AN  ACT 

To  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  (a)  section  12  of  the  Federal  Farm  Loan  Act,  as 

4  amended  (12  U.S.C.  771) ,  is  amended — 

5  ( 1 )  by  substituting'  “a  fixed  number  of  one  or  more 

6  installments  each  year”  for  “a  fixed  number  of  annual 

7  or  semiannual  installments”  in  paragraph  “Second” 

8  thereof;  and 

9  (2)  by  substituting  in  the  fourth  sentence  of  para- 

10  graph  “Sixth”  thereof  the  following  for  all  that  comes 

11  after  “but  no  such  loan  shall  be  made  to  a  corporation”: 
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“unless  the  principal  part  of  its  income  is  derived  from 
farming  operations  and  unless  owners  of  stock  in  the 
corporation  assume  personal  liability  for  the  loan  to  the 
extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration.”. 

(b)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.,  supp.  II,  sec.  1033),  is  amended 
by  changing  the  word  “five”  to  the  word  “seven”. 

Sec.  2.  The  Farm  Credit  Act  of  1933,  as  amended,  is 
amended — 

( 1 )  by  adding  the  following  subsection  to  section  5 
thereof  (12  U.S.C.  1 13 li )  : 

“  (f)  The  revolving  funds  created  by  subsections  (a) 
and  (e)  of  this  section  are  hereby  combined  into  a  single 
revolving  fund  which  shall  be  available  for  all  purposes 
for  which  both  such  funds  were  heretofore  available,  and 
reference  in  any  provision  of  law  to  the  revolving  fund 
created  by  said  subsection  (a)  or  said  subsection  (e)  shall 
be  deemed  a  reference  to  the  single  revolving  fund  created 
by  this  subsection.”; 

(2)  by  changing  section  22(a)  thereof  (12  U.S.C. 
113lf(a) )  to  read: 

“  (a)  Each  production  credit  association  shall,  at  the  end 
of  each  fiscal  year,  apply  the  amount  of  its  earnings  for  such 
year  in  excess  of  operating  expenses  (including  provision 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


3 


for  valuation  reserves  against  loan  assets  in  an  amount  equal 
to  one-half  of  1  per  centum  of  loans  outstanding  at  the  end  of 
the  fiscal  year,  to  the  extent  that  earnings  for  the  year  in 
excess  of  other  operating  expenses  permit,  until  such  re¬ 
serves  equal  or  exceed  3y  per  centum  of  loans  outstanding 
at  the  end  of  the  fiscal  year  beyond  which  31  per  centum 
further  additions  to  such  reserves  are  not  required  but  may 
be  made) ,  first,  to  the  restoration  of  the  impairment,  if  any, 
of  capital;  and,  second,  to  the  establishment  and  mainte¬ 
nance  of  a  surplus  account,  the  minimum  amount  of  which 
shall  be  prescribed  by  the  Federal  intermediate  credit  bank.”; 
and 

(3)  by  adding  the  following  subsection  to  section  36 

thereof  (12  U.S.C.  11341)  : 

“(d)  Notwithstanding  any  other  provision  of  this  Act, 
in  the  case  of  liquidation  or  dissolution  of  any  present  or 
former  borrower  from  a  bank  for  cooperatives,  the  bank, 
may,  in  accordance  with  rules  and  regulations  prescribed  by 
the  Farm  Credit  Administration,  retire  and  cancel  any  capi¬ 
tal  stock  or  allocated  surplus  and  contingency  reserves  or 
other  equity  interest,  in  the  bank  owned  by  such  borrower 
at  the  fair  book  value  thereof,  not  exceeding  par,  and,  to 
the  extent  required,  corresponding  shares  and  allocations 


4 


1  or  other  equity  interests  held  by  the  regional  bank  in  the 

2  central  bank  shall  be  retired.”. 

Passed  the  Senate  August  21,  1961. 

Attest:  FELTON  M.  JOHNSTON, 

Secretary. 
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which  the  food  resources  of  this  Nation  are  being  used  In  order  to  strengthen 

American  foreign  policy,  help  underdeveloped  countiles,  and  relieve  human  suf7 
fering."  pp.  15931-2  7 

1°.  FOREIGN  AID.  Sen.  Sparkman  inserted  an  article  by  the  chairman  of  the  Foreign 
Policy  Clearing  House,  "Foreign  Aid  Fallacies  and  Facts."  pp.  16029-30 

11.  VETERAN^ BENEFITS.  As  reported  (see  Digest  137),  S.  349,  the  proposed  Veterans' 

Readjustment  Assistance  Act  of  1961,  includes  provisions  «e  follows/ 

Provides  educational  or  vocational  training  assistance,  including  on-the-job 
and  institutional  on-farm  training  pursued  on  a  full-time  basis /to  veterans  who 
have  served  dn  active  duty  between  Jan.  31,  1955,  and  July  1,  1963,  for  a  period 
o  more  than  180  days,  and  have  been  discharged  under  conditions  other  than  dis- 
onora  le.  Benefits  would  be  determined  by  multiplying  1%  tfimes  each  day  of 
active  military  service  up  to  a  maximum  of  36  months. 

Provides  that  veterans  who  have  served  on  active  dutv/feetween  Jan.  31,  1955, 
an  July  1,  1963,  for\a  period  of  more  than  180  days,  and  have  been  discharged 
under  conditions  other\than  dishonorable,  shall  be  eligible  for  VA  guarantee 
~~ ns  an^  direct  loans  for  the  purpose  of  purchasingrhomes,  including  homes  on 
__argis,  an  farmlands,  livestock,  machinery,  etc., Jto  be  used  in  farming  operation 
con  ucted  by  the  veteran.  i^oans  would  be  made  by  banks  or  other  lending  insti¬ 
tutions  with  the  Government  guaranteeing  60  percent  of  a  loan  for  residential 
real  estate,  or  50  percent  of\>ther  real  estate  loans,  with  guaranty  not  to 
exceed  $7,500  for  real  estate  home  loans  or/4,000  for  other  reale state  loans, 
oans  on  farm  realty  would  have  mqturities/up  to  40  years.  In  certain  rural 
areas,  the  VA  is  now  authorized  toNlend  up  to  $15,000  directly  to  the  veteran 
when  private  capital  is  not  available  fpr  a  guaranty  loan. 

Provides  for  vocational  rehabilita/on  training  for  veterans  wit  h  a  service- 
connected  disability  of  10  percent  otf  mlsnre  arising  from  active  military  service 
either  between  the  end  of  World  Wa/ll  (July  25,  1947)  and  the  beginning  of  the 
Korean  conflict  (June  27,  1950),  ,or  subsequent  to  the  end  of  the  Korean  conflict 
(Jan.  31,  1955).  r  A 

12.  LEGISLATIVE  PROGRAM.  Sen.  Map&field  announced  ^hat  the  following  bills  have  been 

scheduled  for  consideratio/this  week:  S.  174,  /he  wilderness  preservation  bill; 
H.  R.  2010,  the  Mexican  fgrm  labor  bill;  H.  R.  7391,  conservation  of  migratory 
waterfowl;  S.  543,  preservation  of  shoreline  areas-\and  H.  R.  2883,  defense  of 
suits  against  Federal  employees  arising  from  their  operation  of  motor  vehicles 
in  the  scope  of  thei/employment .  pp.  16033,  15997-8 

13.  ADJOURNED  until  Mo/,  Aug.  28.  p.  16034 


HOUSE 

14.  CONSERVATION/  The  Subcommittee  on  Conservation  and  Credit  of  thk Agriculture 
Committee  /oted  to  report  to  the  full  committee  with  amendments  Hy.  R.  8520,  to 
limit  financial  and  technical  assistance  for  drainage  of  certain  wetlands  when 
such  drainage  will  be  harmful  to  wildlife,  p.  D769 


15.  FARMS  LOANS.  The  Subcommittee  on  Conservation  and  Credit  of  the  Agriculture  Com¬ 
mittee  voted  to  report  to  the  full  committee  S.  1927,  to  make  a  number  of  amend¬ 
ments  to  simplify  and  clarify  the  operations  of  institutions  supervised  by  FCA. 
p.  D769 

FARM  MORTGAGE  CORPORATION.  The  Subcommittee  on  Conservation  and  Credit  of  the 
Agriculture  Committee  voted  to  report  to  the  full  committee  S.  1040,  to  abolish 
the  Federal  Farm  Mortgage  Corporation,  p.  D769 
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ITEMS  IN  APPENDIX 


SEASHORES .  Extension  of  remarks  of  Sen.  Yarborough  discussing  his  bill  S.A,  to 
provide  for  the  establishment  of  the  Padre  Island  National  Seashore,  and/inser- 
tVg  an  article,  ’’Tolbert:  The  Poop  on  Padre  Island.”  pp.  A6697-8 


18.  EXPORT'S.  Extension  of  remarks  of  Rep.  Pelly  supporting  H.  Res.  403, /to  create  a 
select\committee  to  conduct  an  investigation  of  the  administration/  operation, 
and  enfdrcement  of  the  Export  Control  Act  of  1949,  and  saying,  ” y  am  at  loss  to 
understand  why  the  administration  is  allowing  the  export  from  tjtfe  United  States 
of  material's  that  seem  to  me  to  be  of  great  strategic  military^ value  to  the  Sino- 
Soviet  bloc.X  p.  A6698 


19.  WILDLIFE.  Extension  of  remarks  of  Sen.  Wiley  inserting  an/article,  "Wisconsin’s 
Outdoor  Laboratories--Preservation  of  Our  Scientific  Areas  Is  Vital  to  Human 
Welfare--They  Include  Virgin  Landscape  in  Which  Rattlesnakes  Are  as  Welcome  as 
Songbirds.”  pp.  A6 7&Q-1 


BILLS  INTRODUCED 


20.  HONEY.  S.  2472,  by  Sen.  McCarthy  (for  himself  and  Sen.  Humphrey),  to  authorize 
marketing  agreements  and  orders  under  sectior^oc  of  the  Agricultural  Adjustment 
Act  (as  reenacted  by  the  Agricultural  Marketing  Act  of  1937),  as  amended,  with 
respect  to  honey;  to  the  Agriculture  and  forestry  Committee.  Remarks  of  Sen. 
McCarthy,  p.  15927-8 


21.  INDUSTRIAL  AGENTS.  S.  2467,  by  Sen 
development  through  the  establishmer 
the  Commerce  Committee. 


riphrey,  to  improve  commerce  and  industrial 
>f  a  county  industrial  agent  program;  to 


22.  PERSONNEL.  S.  2468,  by  Sen.  Joh/ston,  to  increase  annuities  under  the  Civil 
Service  Retirement  Act;  to  the'Post  Office  atjd  Civil  Service  Committee. 


COMMITTEE  HEARINGS  ANN0UN"">as : 

Aug.  28:  Foreign  aid  aut  Lzation  bill,  conferees  (exec) 
Foreign  aid  appropriati  ,  S.  Appropriations  (exec). 
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August  30,  1961 


the  general  education  bill  on  Thurs. ,  and  the  Mexican  farm  labor  bill  on  Fri. 

He  stated  that  Congress  might  be  able  to  adjourn  sine  die  "by  the  14th  or  15 tl 
of  September,  but  my  guess  would  be  we  will  finish  closer  to  the  1st  of  October1! 
16378-9 

HOUSE 


t fS  underdeveloped 
al  year  1962  and 
new  development 


5.  FOREIGNXAID.  Received  the  conference  report  on  S.  1983,  the  foreign  sdd  author- 
ization'i^ill  (H.  Rept.  1088)  (pp.  16510-32).  As  reported  by  the  coqCerees,  this 
bill  includes  the  following  provisions: 

Establishes  a  development  loan  fund  for  use  in  making  loans 
nations  and  authorizes  the  appropriation  of  $1.2  billion  in  fi 
up  to  $1.5  birlion  in  each  of  the  next  4  fiscal  years  for  th 
loan  program. 

Authorizes  $380  million  for  fiscal  year  1962  for  development  grants  and  tech¬ 
nical  cooperation  for  aiding  underdeveloped  nations. 

Exempts  from  the  >0-50  cargo  preference  shipping  requirements  (for  shipments 
on  U.  S.  Flag  vesselsXthe  transportation  between  foreign  countries  a. f  goods 
purchased  with  foreign  \urrencies  acquired  under  thi4  bill  or  under  Public  Law 
480  and  exempts  the  shipment  of  fresh  fruits  and  their  products  under  this  bill. 

Prohibits  use  of  funds  authorized  by  the  bill  .Cor  the  purchase  of  bulk  com¬ 
modities  at  prices  higher  than  the  prevailing  market  price  in  the  U.  S.,  adjus¬ 
ted  for  differences  in  transportation  costs,  quality,  and  terms  of  payment. 

Requires  that  insofar  as  practicable  suratus  agricultural  commodities  to  be 
furnished  on  a  grant  basis  must  \e  bought  only  in  the  U.  S.  except  to  the  extent 
that  they  are  not  available  here  it*  sufficient  quantities  to  meet  Emergency  con¬ 
ditions. 

Provides  that,  with  respect  to  development  loans,  development  grants  and  sup¬ 
porting  assistance,  funds  in  excess  100, 000  cannot  be  obligated  until  engin¬ 
eering,  financial,  and  other  plans yoeces^ary  to  carry  out  the  project,  have  been 
completed  and  there  is  a  reasonably  firm  estimate  of  the  cost  of  the  project  to 
the  U.  S.,  and,  in  the  case  of  yater  or  related  land  resource  construction  proj- 
ect,  plans  must  include  a  commutation  of  benefits  and  costs  made  insofar  as 
practicable  in  accordance  witu  Budget  Bureau  procedures  for  such  projects  in  the 
U.  S. 

Provides  that  the  Secretary  of  the  Treasury  shall  have  responsibility  for 
accounting  and  valuation/with  respect  to  foreign  credits  and  foreign  currencies 
owed  to  or  owned  by  ther  U.  S.  and,  in  carrying  out  this  responsibility,  the 
Secretary  shall  issue/regulations  binding  upon  all  agencies  of  the  Government. 
Gives  the  Secretary/sole  authority  to  establish  the  exchange  rates  at  which 
all  foreign  currencies  or  credits  are  to  be  used  by  all  Government  agencies. 
Requires  each  Government  agency  to  report  to  the  SecretaryXof  the  Treasury  an 
inventory  as  of/june  30,  1961,  showing  all  foreign  currencies  on  hand,  and  sim¬ 
ilar  reports  semiannually  thereafter,  for  use  of  the  Secretary^ in  preparing 
consolidated' reports  to  Congress. 

Includes  administrative  provisions  for  carrying  out  the  provisions  of  the 
bill,  an^provides  for  the  repeal  of  the  provisions  of  the  Mutual  \ecurity  Act 
or  1954x  as  amended,  except  for  certain  specified  sections. 


6.  EDUCATION.  By  a  vote  of  170  to  242,  the  House  refused  to  consider  H.  R\  8890, 
to /amend  Public  Law  815  and  Public  Law  874,  81st  Congress,  so  as  to  extehd  pro¬ 
visions  for  Federal  assistance  for  schools  in  federally  impacted  areas  an  3d- 
^ditional  year,  and  to  extend  for  1  year  the  student  loan  program  of  title  II  of 
the  National  Defense  Education  Act  of  1958.  pp.  16452-3  \ 

Reps.  Hiestand,  Seely-Brown,  Mathias,  and  Lindsay  condemned  present  consider 
ation  of  this  bill.  pp.  16508,  16509-10 


\ 


7.  WATERSHEDS.  The  Public  Works  Committee  reported  with  amendments  H.  R.  3801,  tc 
authorize  the  Secretary  of  the  Army  and  the  Secretary  of  Agriculture  to  mak 
joint  investigations  and  surveys  of  watershed  areas  for  flood  prevention  o;  le 
:onservation,  development,  utilization,  and  disposal  of  water,  and  for 
control  and  allied  purposes,  and  to  prepare  joint  reports  on  such  inves 
and  surveys  for  submission  to  the  Congress  (H.  Rept.  1083).  p.  16534 

The  Agriculture  Committee  approved  two  watershed  pro ject s--Big  Re^  iy  Creek, 
Ky. ;  ami  Cane  Creek,  Tenn.  p.  D787 


18.  FARM  CREDIT.  The  Agriculture  Committee  voted  to  report  (but  did  not  actually 
report)  S.  1927,  to  make  a  number  of  amendments  to  simplify  and  clarify  the 
operations  of  institutions  supervised  by  FCA,  -and  (with  amendments)  S.  1040,  to 
abolish-  the  Federal  Farm  Mort-gage-Gorporation. — p-,— D3 


19.  LANDS.  The  Agriculture  Committee  voted  to  report  (but  di<s  not  actually  report) 

S.  302,  to  authorise  the  appropriation  of  an  additional/$2  million  for  the  pur¬ 
chase  of  land  withii\the  boundaries  of  the  Superior  National  Forest,  Minn.;  H.  R. 
4934,  to  authorize  thX/Secretary  of  Agriculture  to  modify  certain  leases  entered 
into  for,  the  provisional:  recreation  facilities  ijy'reservoir  areas;  and  (with 
amendments)  H.  R.  8520,  bo  limit  financial  and  technical  assistance  for  drainage 
of  certain  wet  lands.  p.\787 


20.  WHEAT.  The  Agriculture  Commit^Kee  voted  to  report  (but  did  not  actually  report) 
with  amendments  S.  1107,  to  exempt  the  production  of  durum  wheat  in  portions  of 
Modoc  and  Siskiyou  Counties,  CaUT.  (Tul/lake  area),  from  acreage  allotments 
and  marketing  quota  restrictions. \p.  D787 


25, 


POULTRY.  The  Agriculture  Committee  vp<fced  to  report  (but  did  not  actually  report) 
H.  R.  7866,  to  amend  the  Poultry  Prx5du\ts  Inspection  Act  to  extend  the  applica¬ 
tion  thereof  to  the  Commonwealth  /t  PueKo  Rico.  p.  D787 


22.  GENERAL  SUPPLY  FUND.  The  Subcommittee  on  Government  Activities  of  the  Government 
Operations  Committee  voted  ty  report  to  the  full  committee  H.  R.  8099,  to  remove 
the  limitation  on  the  maxinjdm  capital  of  the  General  Supply  Fund."  p.  D787 


23. 


PERSONNEL.  Received  from/interior  a  proposed  bil£\"to  amend  section  7  of  the 
Administrative  Expense^ Act  of  1946,  as  amended,  relating  to  travel  expenses  of 
civilian  officers  and/employees  assigned  to  duty  posfcs  outside  the  continental 
United  States."  p./16533 

The  Armed  Servi /e  Committee  reported  with  amendments'^.  R.  8765,  to  amend  and 
clarify  the  reemployment  provisions  of  the  Universal  Military  Training  and  Ser¬ 
vice  Act  (H.  R§pt .  1082),  p.  16534  v 


24.  FOREIGN  TRADER  Rep.  Mathias  inserted  a  letter  from  the  Commerce  Department  re¬ 
garding  the  sales  of  American  surplus  farm  commodities  to  Communist  nations, 
pp.  1650^-9 

Rece/ved  from  the  Attorney  General  a  draft  of  a  proposed  bill  '\o  amend  the 
Trading  With  the  Enemy  Act,  as  amended."  p.  16533 

(e  Ways  and  Means  Committee  voted  to  report  (but  did  not  actual lXreport) 
wifcti  amendments  H.  R.  7692,  to  require  certain  new  packages  of  imported  articles 
be  marked  to  indicate  the  country  of  origin,  p.  D788 


VIRGIN  ISLANDS.  Received  from  the  Comptroller  General  a  report  on  the  revie\  of 
certain  activities  of  the  Government  of  the  Virgin  Islands  for  the  fiscal  ye< 
1960.  p.  16533 


HOUSE 
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September  5,  1961 


By  Rep.  Yates,  131  to  144,  to  Increase  the  funds  for  development  grants 
from  $259  million  to  $350  million,  pp.  17027-30 
By  Rep.  Jones,  Mo.,  to  provide  that  U.  S.  contributions  to  any  international 
organization  shall  not  exceed  50  percent  of  the  total  amount  of  contribu¬ 
tions  to  such  organization  or  program,  pp.  17030-5 
)n  a  point  of  order  by  Rep.  Hiestand,  Title  V  appropriating  $20,000^000  for 
the  ^Peace  Corps  was  struck  from  the  bill.  p.  17040 

8.  WHEAT.  3Nie  Agriculture  Committee  reported  with  amendments  S.  1107, /to  exempt 

the  production  of  durum  wheat  in  portions  of  Modoc  and  Siskiyou  pounties, 

Calif.  (Tulelake  area)  ,  from  acreage  allotments  and  marketing  qjtfota  restrictlor. 
(H.  Rept.  INI),  p.  17064 

9.  FORESTRY.  The  Agriculture  Committee  reported  without  amenctaa6nt  S.  302,  to 

authorize  the  appropriation  of  an  additional  $2  million  fdr  the  purchase  of 
land  within  the  boundaries  of  the  Superior  National  Forest,  Minn.  (H.  Rept. 
1109).  p.  17064 


10. 


FEED  GRAINS.  Rep.  Albert  defended  the  feed  grains  nfogram  against  recent 
criticism  by  Rep.  Arends,  saying,  "it  is  apparent/that  had  there  been  no  pro¬ 
gram,  feed  grain  prices  td^ay  would  be  much  low^r  than  they  are."  pp. 

17047-8 


11.  FARM  CREDIT.  The  Agriculture  Committee  reported  without  amendment  S.  1927,  to 
make  a  number  of  amendments  to  simplify  and  clarify  the  operations  of  insti- 
tuions  supervised  by  FCA  (H.  Rept.  1112),  and  with  amendment--£.-~lQ4Qr-  fco 
abolish  the  Federal  Fans  Mortgage  Corporation  (H.  Rapt.  1110), — p.  17064 


12.  PEACE  CORPS.  The  Foreign  Affairs  Committee  reported  with  amendments  H.  R.  7500, 

to  provide  for  a  Peace  Corps  to  help  the  peoples  of  underdeveloped  countries 
and  areas  in  meeting  their  needs/for  skilled  manpower  (H.  Rept.  1115). 
p.  17064  /  \ 

13.  WATER  COMPACTS.  The  InterioE^and  Insular  Affairs  Committee  reported  with 

amendment  H.  R.  7855,  graiyting  the  consent  of  Congress  to  an  amendment  to  a 
compact  ratified  by  the  States  of  Louisiana  and  Texas  relating  to  the  waters 
of  the  Sabine  River  (H^/Rept.  1113).  p.  17064  \ 

14.  PERSONNEL.  Received  from  the  Budget  Bureau  a  proposecKbill  "to  amend  section 

'  15  of  the  Administrative  Expenses  Act  of  1946;  to  provide  for  regulation  by 

the  President  of  file  employment  of  experts  or  consultants,  or  organizations 
thereof;"  to  Government  Operations  Committee,  p.  17064  \ 

15.  WATERSHEDS.  The  "Daily  Digest"  states  that  the  Subcommittee  oh  Conservation 

and  Credit yoi  the  Agriculture  Committee  approved  the  following  ^watershed 
projects  for  full  committee  action:  East  Fork  of  Pond  River,  KyV;  Souhegan 
River,  Mass,  and  N.  H. ;  Ahoskie  Creek,  N.  C. ;  Davids  Creek,  Iowa;  Davis-Battle 
Creek, /Iowa;  Ryan  Henschal,  Iowa;  Cane  Creek,  Okla. ;  Dunlap  Creek,  Fa.;  Little 
Saltilla,  Ga. ;  Tallahalla  Creek,  Miss.;  Sarasota  west  coast,  Florida\and 
Kickapoo  Creek,  Wis.  pp.  D807-8 

16.  FOREIGN  RELATIONS.  Received  from  the  Secretary  of  State  a  report  of  gifts  and 

bequests  received  and  accepted  by  the  U.  S.  National  Commission  for  the  United 
/  Nations  Educational,  Scientific,  and  Cultural  Organization,  p.  17064  \ 


4 


ITEMS  IN  APPENDIX  / 

17\  FARMER-RETAILER.  Extension  of  remarks  of  Sen.  Keating  inserting  an  articlV 
outlining  an  example  of  cooperation  between  the  men  who  grow  our  food  ana 
those  who  sell  it.  p,  A6951  / 

18.  TRANSPORTATION.  Extension  of  remarks  of  Sen.  Hartke  stating  that  "o>/r  Nation's 

transportation  system  is  in  vital  need  of  a  major  revamping,"  and/inserting 
an  article,  "Commerce  Secretary  Hodges  Ready  To  Tackle  Study  of  Nation's 
Transport  Problems."  pp.  A6954-5  / 

19.  PERSONNEL;  FAS.  Extension  of  remarks  of  Rep.  Horan  inserting'' an  article  paying 

tribute  to  "Db^c"  Motz  and  stating  that  "Perhaps  more  than  >^ny  other,  Fred  Motz 
was  responsible^,  for  the  rebirth  and  revitalization  of  ou/ Foreign  Agricultural 
Service  in  1954.\  pp.  A6957-8  / 

20.  FOREIGN  AID.  Speech-in  the  House  by  Rep.  Dooley  urging  that  reductions  in 

foreign  aid  appropriations  be  restored,  pp.  A6962y3 

Speech  in  the  House  Nby  Rep.  Friedel  in  support/of  the  conference  report  on 
the  foreign  aid  authorization  bill.  p.  A6973  / 

21.  FISH  FLOUR.  Extension  of  remarks  of  Rep.  Keith  inserting  an  article,  "High- 

Protein  Fish  Flour  From  New  Bedord  Plant  Ia/New  Food  For  The  World's  Poor." 

pp.  A6964-5  \  7 

22.  ELECTRIFICATION.  Extension  of  remarks  7t  Rep.  Michel  inserting  a  copy  of  a 

resolution  from  the  Upper  Colorado  Ri/er  Commission  endorsing  the  proposal  of 
the  utility  companies  for  transmitting  power  from  the  Colorado  River  storage 
project,  pp.  A6984-5  /  \ 

BUXS  INTRODUCED 

23.  FOREIGN  TRADE.  H.  R.  9036,  by  Rep.  Derwinski).  to  prohibit  exports  to  Communist 

countries;  to  Interstate  and  Foreign  Commerce '■Committee . 

24.  VETERANS'  BENEFITS.  H.  9038,  by  Rep.  Flood,  tckamend  title  38,  United  States 

Code,  to  provide  vocational  rehabilitation  education  and  training  and  loan 
guarantee  benefits  test  veterans  of  service  after  January  31,  1955;  to  Veterans' 
Affairs  Committee.  /  \ 

25.  CREDIT.  H.  R.  9Q40,  by  Rep.  Ryan,  to  assist  in  the  promotion  of  economic 

stabilization  by  requiring  the  disclosure  of  finance  charges  in  connection 
with  extensions  of  credit;  to  Banking  and  Currency  Committee* 

26.  TRANSPORTATION.  H.  R.  9046,  by  Rep.  Harris,  to  permit  the  application  of  the 

bulk  commodity  exemption  when  other  commodities  are  concurrently\transported 
in  the /Same  vessel;  to  Interstate  and  Foreign  Commerce  Committee.  \ 

27.  INSECT  CONTROL.  H.  R.  9047,  by  Rep.  Berry,  to  amend  the  act  of  AprilNi,  1937, 

as/amended,  to  provide  for  the  effective  control  of  grasshoppers  and  other 
insect  pests  on  land  idled  under  the  conservation  reserve  program;  to  AgXicul- 
/ture  Committee.  \ 

2».  WOOL.  H.  R.  9049,  by  Rep.  Fisher,  to  provide  for  the  regulation  by  the  Secretary 
/  of  Agriculture  of  persons  engaged  in  the  business  of  core  sampling  and  testing\ 
of  wool;  to  Agriculture  Committee. 


87th  Congress  )  HOUSE  OF  REPRESENTATIVES  j  Retort 
1st  Session  j  |  No.  1112 


AMENDMENTS  TO  FARM  CREDIT  LAWS 


September  5,  1961. — Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


Mr.  Cooley,  from  the  Committee  on  Agriculture,  submitted  the 

following 

REPORT 

[To  accompany  S.  1927] 

The  Committee  on  Agriculture,  to  whom  was  referred  the  bill  (S. 
1927)  to  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes,  having  con¬ 
sidered  the  same,  report  favorably  thereon  without  amendment,  and 
recommend  that  the  bill  do  pass. 

Purpose 

The  purpose  of  this  bill  is  to  make  certain  amendments  to  the  laws 
pertaining  to  the  F arm  Credit  Administration  so  as  to  make  its  opera¬ 
tions  more  useful  to  farmers  and  to  make  changes  in  the  supervisoi’y 
provisions  of  law  relating  to  production  credit  associations. 

Need  for  the  Legislation 

The  need  for  the  legislation  is  set  out  in  some  detail  in  the  execu¬ 
tive  communication  of  May  11, 1961,  from  the  Farm  Credit  Adminis¬ 
tration  to  the  Speaker  of  the  House  and  the  President  of  the  Senate, 
which  is  reproduced  in  full  in  the  Senate  report  on  S.  1927,  which 
is  appended  hereto  and  made  a  part  of  this  report. 
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Cost 

There  would  be  no  additional  cost  to  the  Federal  Government  as  a 
result  of  enactment  of  this  legislation. 

Departmental  Views 

The  Department  of  Agriculture  and  the  Farm  Credit  Administra¬ 
tion  recommend  the  enactment  of  this  legislation  in  its  original  form. 
The  Treasury  Department  questioned  a  provision  of  the  bill  which 
would  have  changed  the  regulatory  and  supervisory  provisions  relating 
to  production  credit  associations  to  require  such  associations  to  ac¬ 
cumulate  reserves  for  bad  debts  at  the  rate  of  one-half  of  1  percent  per 
year  on  outstanding  loans  until  a  total  of  5  percent  had  been  reached. 
The  Senate  amended  the  bill  to  set  the  total  required  amount  for  bad 
debt  reserves  at  3 y2  percent  of  outstanding  loans  and  it  is  believed 
by  the  committee  that  this  amendment  substantially  meets  the  objec¬ 
tions  of  the  Treasury  Department. 

Senate  Report 
[S.  Rept.  747,  87th  Cong.,  1st  sess.] 

The  Committee  on  Agriculture  and  Forestry,  to  whom  was  referred 
the  bill  (S.  1927)  to  amend  further  the  Federal  Farm  Loan  Act  and 
the  Farm  Credit  Act  of  1933,  as  amended,  and  for  other  purposes, 
having  considered  the  same,  report  thereon  with  a  recommendation 
that  it  do  pass  with  amendments. 

Hearings 

Hearings  were  conducted  on  June  6,  9,  and  14  by  the  Subcommittee 
on  Agricultural  Credit  and  Rural  Electrification. 

Short  Explanation  of  Bill 

S.  1927  makes  several  technical  changes  in  the  laws  relating  to  the 
cooperative  credit  system  regulated  by  the  Farm  Credit  Adminis¬ 
tration.  With  the  committee  amendments,  the  bill  would — 

(1)  Permit  installment  payments  on  Federal  land  bank  loans 
to  be  scheduled  more  frequently  than  semiannually ; 

(2)  Permit  Federal  land  bank  loans  to  be  made  to  a  farming 
corporation  if  owners  of  its  stock  assume  personal  liability  to  the 
extent  prescribed  by  the  Farm  Credit  Administration  (instead 
of  the  present  requirements  that  owners  of  75  percent  of  the  stock 
are  farming  the  farm  and  owners  of  a  like  amount  assume  per¬ 
sonal  liability) ; 

(3)  Increase  the  maximum  maturity  for  loans  or  discounts 
by  the  Federal  intermediate  credit  banks  to  7  years  (from  5) ; 
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(4)  Combine  the  revolving  funds  available  for  subscription 
to  stock  of  production  credit  associations  and  Federal  interme¬ 
diate  credit  banks  ; 

(5)  Require  each  production  credit  association  to  set  aside  each 
year  earnings  equal  to  y2  percent  of  its  outstanding  loans  for  a 
bad  debt  reserve  until  such  reserve  equals  314  percent  of  outstand¬ 
ing  loans,  after  which  increases  in  the  reserve  are  permitted  but 
not  required ; 

(6)  Permit  retirement  of  interests  in  any  bank  for  coopera¬ 
tives  held  by  a  cooperative  which  is  liquidated  or  dissolved. 

Committee  Amendments 

First,  in  lieu  of  requiring  a  bad  debt  reserve  to  be  accumulated  by 
each  production  credit  association  until  it  reaches  5  percent  of  out¬ 
standing  loans,  and  limiting  it  to  that  amount;  the  committee  rec¬ 
ommends  that  the  bad  debt  reserve  be  required  to  be  accumulated 
until  it  reaches  314  percent  of  outstanding  loans,  and  thereafter  be 
permitted  to  be  accumulated  as  may  appear  necessary.  It  is  intended 
that  the  bad  debt  reserve  of  314  percent  required  by  the  bill  will  be 
deemed  reasonable  for  the  purpose  of  deductions  under  section  166(c) 
of  the  Internal  Revenue  Code  of  1954,  and  that  the  reasonableness 
of  any  additions  above  314  percent  would  be  determined  administra¬ 
tively  in  each  case  by  the  Internal  Revenue  Service.  Since  1945, 
the  first  year  for  which  any  production  credit  association  was  re¬ 
quired  to  file  an  income  tax  return,  the  Internal  Revenue  Service 
has  questioned  the  reasonableness  of  the  reserves  of  production  credit 
associations,  disallowing  deductions,  and  requiring  the  associations 
to  pay  taxes  under  protest  and  sue  to  recover  the  overpayment. 
Twenty-three  such  suits  have  been  filed.  In  17  the  associations’ 
claims  was  allowed  in  full.  In  three  cases  a  substantial  part  of  their 
claims  were  allowed,  and  in  three  cases  the  claims  were  not  allowed. 
It  is  quite  apparent  that  no  association  can  at  present  set  up  a  rea¬ 
sonable  reserve,  except  at  its  peril;  and  this  question  should  be  set 
to  rest,  at  least  insofar  as  reserves  not  exceeding  3y2  percent  are  con¬ 
cerned.  The  courts  have  approved  reserves  as  high  as  4.76,  4.65, 
4.49,  4.33,  4.15,  4.09,  3.88,  and  3.76  percent,  so  that  3y2  percent  is  mani¬ 
festly  reasonably.  With  respect  to  reserves  above  314  percent,  the 
question  of  reasonableness  would  be  left  to  determination  on  an  indi¬ 
vidual  case  basis. 

Second,  the  committee  recommends  striking  sections  2(3)  and  2(4) 
of  the  bill,  which  would  permit  the  banks  for  cooperatives  to  make 
loans  to  a  cooperative  if  75  percent  of  its  voting  rights  are  held  by 
agricultural  producers  or  other  cooperative  associations  eligible  to 
borrow  from  such  bank.  At  present  the  law  is  construed  to  require 
90  percent  of  the  cooperatives’  voting  rights  to  be  held  by  producers 
or  other  eligible  cooperatives  before  the  cooperatives  can  be  eligible 
for  a  loan.  The  committee  felt  that  the  banks  for  cooperatives  were 
established  to  care  for  the  borrowing  needs  of  farmer  cooperatives 
as  described  in  the  Agricultural  Marketing  Act,  as  that  act  has  been 
long  understood;  and  that  it  would  not  be  wise  to  extend  their  au¬ 
thority  in  this  manner,  but  might  result  in  greater  friction  with  com¬ 
mercial  lending  institutions. 
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General  Statement 

As  reported  by  the  committee,  the  bill  consists  of  six  amendments 
to  the  Federal  Farm  Loan  Act  and  the  Farm  Credit  Act  of  1933  to 
improve  the  lending  service  and  other  operations  of  the  cooperative 
system  of  associations  and  banks  which  are  regulated  by  the  Farm 
Credit  Administration.  There  are  two  amendments  which  concern 
the  Federal  land  banks,  three  which  concern  the  Federal  intermediate 
credit  banks  and  production  credit  associations,  and  one  which  con¬ 
cerns  the  banks  for  cooperatives.  Before  explaining  the  provisions 
of  the  bill  in  detail,  background  information  as  to  the  banks  and  asso¬ 
ciations  concerned  and  as  to  the  Farm  Credit  Administration,  which 
has  their  supervision,  will  be  given. 

Background — Cooperative  Farm  Credit  System 

The  United  States  is  divided  into  12  farm  credit  districts  consist¬ 
ing  of  from  one  to  eight  States.  There  are  in  each  district  a  Federal 
land  bank,  from  35  to  110  Federal  land  bank  associations,  a  Federal 
intermediate  credit  bank,  from  26  to  80  production  credit  associa¬ 
tions,  and  a  bank  for  cooperatives.  In  each  district,  the  Federal  land 
bank  makes  long-term  land  mortgage  loans  to  farmers  through  the 
land  bank  associations;  the  production  credit  associations  make  short- 
and  intermediate-term  loans  to  farmers  and  ranchers  with  funds  ob¬ 
tained  by  rediscounting  the  loans  with  the  Federal  intermediate  credit 
bank  which  also  discounts  agricultural  loans  made  by  other  financing 
institutions;  and  the  bank  for  cooperatives  makes  loans  to  cooperative 
associations  which  are  engaged  in  marketing,  purchasing  farm  sup¬ 
plies,  or  rendering  farm  business  services. 

Each  district  has  a  farm  credit  board  which  also  serves  as  the 
board  of  directors  of  each  of  the  three  banks.  Each  district  board 
consists  of  seven  members,  two  elected  by  the  Federal  land  bank  asso¬ 
ciations,  two  elected  by  the  production  credit  associations,  one  elected 
by  the  stockholders  of  the  bank  for  cooperatives,  and  two  appointed 
by  the  Governor  of  the  Farm  Credit  Administration  with  the  concur¬ 
rence  of  the  Federal  Farm  Credit  Board.  (The  Government  capital 
in  the  bank  for  cooperatives  in  six  of  the  districts  has  been  retired 
to  a  point  which  entitles  the  stockholders  of  the  bank  to  elect  a  second 
member  of  the  district  board,  leaving  only  one  to  be  appointed  by 
the  Governor  in  those  six  districts,  effective  with  1962.)  Each  land 
bank  association  and  production  credit  association  has  its  own  board 
of  directors  which  is  elected  by  the  members  who  obtained  loans 
through  or  from  the  association.  There  is  a  Central  Bank  for  Cooper¬ 
atives  located  in  the  District  of  Columbia,  which  has  a  separate  board 
of  directors. 

The  activities  of  these  37  banks  and  about  1,280  local  associations 
are  subject  to  supervision,  examination,  and  coordination  by  the 
Farm  Credit  Administration  which  is  an  independent  agency  in  the 
executive  branch  of  the  U.S.  Government.  The  agency  consists  of 
the  Federal  Farm  Credit  Board,  the  Governor,  and  other  officers  and 
employees. 

The  Federal  Farm  Credit  Board  is  a  part-time,  policymaking 
Board  which  consists  of  13  members,  12  of  whom  are  appointed  by 
the  President  with  the  advice  and  consent  of  the  Senate.  In  making 
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the  appointments,  one  from  each  of  the  farm  credit  districts,  the 
President  is  required  to  receive  and  consider  nominations  by  the 
three  user  groups  in  each  district  (i.e.,  the  Federal  land  bank  associa¬ 
tions,  the  production  credit  associations,  and  the  stockholders  of  the 
bank  for  cooperatives).  The  13th  member  of  the  Board  is  designated 
by  the  Secretary  of  Agriculture  as  his  representative  on  the  Board. 

Under  the  general  supervision  and  direction  of  the  Federal  Farm 
Credit  Board,  the  Governor  is  responsible  for  the  execution  of  the 
laws  creating  the  powers,  functions,  and  duties  of  the  Farm  Credit 
Administration.  Expenses  of  the  Farm  Credit  Administration  are 
not  paid  from  Treasury  funds  but  are  paid  through  assessments 
against  the  banks  and  associations  of  the  system. 

Background — Federal  Land  Banks 

Established  in  1917  to  make  long-term  land  mortgage  loans  to 
farmers,  the  Federal  land  banks  were  originally  capitalized  by  the 
U.S.  Government,  which  also  provided  additional  capital  during  the 
1930’s,  but  the  last  of  such  Government  capital  was  retired  in  1947. 
Each  borrower  from  a  Federal  land  bank  is  required  to  become  a 
member  of  the  Federal  land  bank  association  through  which  his  loan 
is  made.  The  borrower  buys  capital  stock  of  the  association  in  an 
amount  equal  to  5  percent  of  the  face  amount  of  the  loan  and  the  as¬ 
sociation  is  required  to  purchase  an  equal  amount  of  stock  in  the  Fed¬ 
eral  land  bank  of  the  district.  By  this  means  all  the  capital  stock  of 
the  791  Federal  land  bank  associations  is  owned  by  their  farmer- 
members  and  the  associations  in  turn  have  owned  ali  of  the  stock  of 
the  Federal  land  banks  since  1947.  On  December  31,  1960,  the  com¬ 
bined  net  worth  of  all  Federal  land  banks  and  Federal  land  bank  as¬ 
sociations  were  approximately  $520  million.  The  loan  funds  of  the 
Federal  land  banks  are  obtained  primarily  through  the  sale  of  con¬ 
solidated  bonds  to  the  investing  public. 

A  Federal  land  bank  loan  must  be  secured  by  a  first  mortgage  on 
the  farm  or  ranch  of  the  borrower.  The  amount  loaned  in  any  case 
may  not  exceed  65  percent  of  the  appraised  normal  value  of  the  farm 
or  ranch  offered  as  security,  plus  the  amount  of  the  stock  required  to 
be  purchased  (5  percent  of  the  face  amount  of  the  loan).  Since  the 
banks  obtain  their  loan  funds  chiefly  through  the  sale  of  consolidated 
bonds  to  the  investing  public,  interest  on  loans  made  to  farmers  varies 
with  the  cost  of  money  and  differences  in  administrative  cost.  At  the 
present  time,  two  of  the  banks  are  making  loans  at  6  percent,  one  at 
5%  percent,  and  nine  charge  an  interest  rate  of  5*4  percent.  A  land 
bank  loan  may  not  be  made  for  more  than  40  years  but  most  of  them 
have  maturities  of  20  to  35  years.  Presently 'there  are  some  380,000 
land  bank  loans  outstanding  in  the  approximate  amount  of  $2.7 
billion. 

Background — Federal  Intermediate  Credit  Banks  and  Production 

Credit  Associations 

The  Federal  intermediate  credit  banks  were  established  in  1923 
but  it  was  not  until  1933  that  the  production  credit  associations  were 
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authorized  by  Congress.  The  associations  make  short-  and  inter¬ 
mediate-term  loans  to  farmers  and  ranches.  To  obtain  funds  with 
which  to  do  so,  the  associations  rediscount  their  loans  with,  or  borrow 
from,  the  Federal  intermediate  credit  bank  of  the  district.  The  Fed¬ 
eral  intermediate  credit  banks  also  lend  to  and  discount  agricultural 
loans  for  other  financing  institutions,  principally  State-chartered,  pri¬ 
vately  capitalized  agricultural  credit  corporations  and  livestock  loan 
companies,  but  over" 90  percent  of  the  business  of  the  credit  banks  is 
with  the  production  credit  associations. 

The  Federal  intermediate  credit  banks  were  originally  capitalized 
by  the  U.S.  Government  but,  pursuant  to  changes  made  by  the  Farm 
Credit  Act  of  1956,  the  credit  banks  are  now  being  converted  from 
Government  to  private  ownership  and  eventually  their  capital  stock 
will  be  owned  entirely  by  the  production  credit  associations.  As  re- 
quired  under  the  1956  act,  the  production  credit  associations  purchased 
stock  in  the  banks  equal  to  15  percent  of  the  stock  of  the  banks  owned 
by  the  Government  as  of  January  1,  1957,  and  the  proceeds  ($13,112,- 
015)  were  used  to  retire  a  corresponding  amount  of  Government 
stock.  Some  Government  stock  ($453,865)  also  has  been  retired  out 
of  earnings  of  the  banks.  As  a  result  of  these  two  types  of  retire¬ 
ments,  the  sum  of  $13,565,880  was  paid  into  the  Treasury  as  miscella¬ 
neous  receipts.  However,  an  even  greater  amount  of  stock  in  the  banks 
has  had  to  be  purchased  by  the  Government  out  of  the  revolving  fund 
available  for  that  purpose  in  order  to  enable  the  banks  to  meet  the 
credit  needs  of  farmers  and  stockmen  in  their  districts.  Further  re¬ 
tirements  of  Government  stock  are  to  be  made  out  of  earnings  as 
the  capital  needs  of  the  banks  permit  and  the  associations  will  acquire 
further  stock  in  the  banks  as  patronage  refunds. 

As  of  December  31, 1960,  the  capital  stock  of  the  Federal  intermedi¬ 
ate  credit  banks  owned  by  the  Government  totaled  $93.2  million ;  the 
capital  stock  of  the  banks  owned  by  the  production  credit  associa¬ 
tions  totaled  $23.6  million;  participation  certificates  owned  by  other 
financing  institutions  amounted  to  $841,000;  and  such  amounts,  to¬ 
gether  with  accumulated  earnings  of  $74.6  million,  gave  the  inter¬ 
mediate  credit  banks  a  combined  net  worth  of  $192.2  million.  The 
loan  funds  of  the  intermediate  credit  banks  are  obtained  chiefly 
through  the  sale  of  consolidated  debentures  to  the  investing  public 
so  that  the  interest  and  discount  rates  which  the  banks  charge  de¬ 
pend  upon  the  rates  of  interest  which  the  banks  have  to  pay  on  their 
debentures. 

Initially  the  production  credit  associations,  of  which  there  now  are 
488,  were  almost  entirely  capitalized  by  the  Government.  This 
capital  was  gradually  retired  as  farmers  purchased  substantial 
amounts  of  stock  in  the  associations.  Each  borrower  from  a  produc¬ 
tion  credit  association  is  required  to  own  class  B  (voting)  stock  in 
the  association  in  an  amount  equal  to  5  percent  of  the  amount  of  the 
loan.  Two  years  after  the  holder  ceases  to  be  a  borrower,  class  B 
stock  is  converted  into  class  A  stock  and  many  farmers  have  also 
voluntarily  invested  in  class  A  stock  of  the  associations.  As  of  De¬ 
cember  31,  1960,  the  Government  held  capital  stock  in  only  20  of  the 
production  credit  associations,  for  a  total  of  $900,000;  the  membei’- 
owned  stock  of  all  of  the  associations  amounted  to  $175.1  million; 
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and  such  amounts,  together  with  accumuated  earnings  of  $126  mil¬ 
lion,  made  the  combined  net  worth  of  all  the  production  credit  asso¬ 
ciations  $302  million. 

Loans  by  the  production  credit  associations  are  usually  on  a  budget 
basis  for  periods  up  to  1  year.  Some  loans  for  capital  purposes  are 
made  for  intermediate  terms  up  to  5  years.  The  loans  are  usually 
secured  by  chattel  mortgages  on  crops,  livestock,  and  machinery,  but 
unsecured  loans  are  made  in  appropriate  cases.  Since  the  associations 
obtain  their  loan  funds  by  rediscounting  farmers’  notes  with  the  Fed¬ 
eral  intermediate  credit  banks,  interest  rates  are  determined  largely  by 
the  cost  of  money  to  those  banks.  At  the  present  time  the  interest 
rates  charged  by  the  associations  vary  but  the  most  prevalent  rate  is 
6  percent. 

Background — Banks  for  Cooperatives 

The  banks  for  cooperatives  were  organized  under  the  Farm  Credit 
Act  of  1933.  They  make  loans  to  farmers’  marketing,  purchasing,  and 
service  cooperatives.  Three  distinct  types  of  loans  are  made :  com¬ 
modity,  operating  capital,  and  facility  loans.  Since  the  loan  funds 
of  the  banks  for  cooperatives,  other  than  those  available  from  their 
capital  and  surplus,  are  obtained  from  the  sale  of  consolidated  deben¬ 
tures  to  the  investing  public,  interest  rates  charged  by  the  banks  for 
cooperatives  depend,  to  a  large  extent,  upon  the  rates  they  have  to  pay 
on  their  debentures.  Interest  rates  vary  with  the  type  and  term  of 
loan  and  between  banks.  At  the  present  time,  interest  rates  charged 
by  the  banks  for  cooperative  range  from  a  low  of  4  percent  to  a  high 
of  5 percent. 

The  banks  for  cooperatives  were  capitalized  by  the  United  States 
out  of  the  revolving  fund  from  which  the  Federal  Farm  Board  previ¬ 
ously  made  loans  to  cooperatives  under  the  Agricultural  Marketing 
Act  of  1929.  Since  the  Farm  Credit  Act  of  1955,  the  Government 
capital  in  the  banks  for  cooperatives  is  being  systematically  retired  by 
the  creation  of  permanent  capital  contributed  by  the  users  of  the  banks. 

Effective  since  January  1,  1956,  borrowers  from  the  banks  for  co¬ 
operatives  are  required  to  purchase  class  C  (voting)  stock  in  the  banks 
in  an  amount  related  to  the  quarterly  interest  payments  on  their  loans 
(from  10  to  25  percent  as  determined  by  the  bank  with  the  approval 
of  the  Farm  Credit  Administration).  Also,  the  net  earnings  of  the 
banks,  after  reserves,  franchise  taxes,  and  certain  dividends  are  pro¬ 
vided  for,  are  required  to  be  distributed  in  class  C  stock  to  the  bor¬ 
rowing  cooperatives.  Class  A  (Government-owned)  stock  of  the 
banks  is  required  to  be  retired  each  year  in  an  amount  equal  to  the 
amount  of  class  C  stock  issued  for  that  year.  Thus,  funds  from  regu¬ 
lar  investments  in  class  C  stock  by  the  borrowers  and  from  net  earn¬ 
ings  of  the  banks  are  being  used  to  retire  Government  capital.  In  this 
manner,  some  $32  million  of  Government  capital  has  been  retired 
since  1955. 

As  of  December  31, 1960,  the  capital  stock  of  the  banks  for  coopera¬ 
tives  owned  by  the  Government  totaled  $118  million;  the  capital  stock 
of  the  banks  owned  by  borrowers  and  others  totaled  $48  million;  and 
such  amounts,  together  with  accumulated  earnings  of  $104  million, 
gave  the  banks  for  cooperatives  a  combined  net  worth  of  $270  million. 
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Explanation  of  Bill  (With  Committee  Amendment) 

AMENDMENTS  TO  FEDERAL  FARM  LOAN  ACT 

Section  1(a)(1):  To  permit  amortization  plan  for  Federal  land 
bank  loans  to  provide  for  installments  more  frequently  than  semian¬ 
nually.  The  long-term  farm  mortgage  loans  made  by  the  Federal 
land  banks  are  usually  repayable  by  means  of  annual  or  semiannual 
installments  which  include  not  only  interest  but  also  such  amounts  to 
be  applied  on  principal  as  will  extinguish  the  debt  within  the  agreed 
term  of  the  loan  which  usually  is  20  to  85  years  and  may  not  exceed. 
40  years.  Under  existing  law  (12  U.S.C.,  Supp.  II,  771  Second), 
the  amortization  plan  may  not  require  such  repayments  more  fre¬ 
quently  than  semiannually.  The  purpose  of  section  1(a)(1)  of  the 
bill  is  to  permit  the  amortization  plan  for  Federal  land  bank  loans 
to  provide  for  installments  more  frequently  than  semiannually.  This 
would  be  accomplished  by  substituting  “a  fixed  number  of  one  or 
more  installments  each  year”  for  “a  fixed  number  of  annual  or  semi¬ 
annual  installments”  in  section  12  Second  of  the  Federal  Farm  Loan 
Act,  as  amended  (12  U.S.C.,  Supp.  II,  771  Second).  While  it  is 
expected  that  most  land  bank  loans  would  continue  to  be  made  on 
an  annual  or  a  semiannual  installment  plan,  it  is  deemed  desirable 
to  permit  repayments  more  frequently  than  semiannually  where  there 
is  more  in  line  with  the  borrower’s  income  pattern. 

Section  1  (a)  (2)  :  To  amend  eligibility  requirements  for  Federal 
land  bank  loans  to  farming  corporations.  The  basic  eligibility  re¬ 
quirement  for  a  Federal  land  bank  loan  is  found  in  section  12  Sixth 
of  the  Federal  Farm  Loan  Act,  as  amended  (12  U.S.C.  771  Sixth) : 

No  such  loan  shall  be  made  to  any  person  who  is  not  at  the 
time,  or  shortly  to  become,  engaged  in  farming  operations 
or  to  any  other  person  unless  the  principal  part  of  his  income 
is  derived  from  farming  operations. 

As  so  used,  the  term  “person”  is  defined  in  the  law  to  include  “a  cor¬ 
poration  engaged  in  farming  operations.”  However,  in  the  case  of  a 
corporation,  the  existing  law  further  specifies,  in  effect,  that  no  loan 
shall  be  made  (a)  unless  at  least  75  percent  in  value  and  number  of 
shares  of  the  stock  of  the  corporation  is  owned  by  individuals  them¬ 
selves  personally  actually  engaged  in  farming  operations  on  the  farm 
to  be  mortgaged  as  security  for  the  loan,  and  (b)  unless  the  owners  of 
a  like  amount  of  stock  assume  personal  liability  for  the  loan. 

That  the  present  requirements  are  overly  restrictive  appears  to  be 
demonstrated  by  the  fact  that  in  1960  only  117  out  of  a  total  of  43,404 
land  bank  loans  were  made  to  corporations.  For  requirements  (a) 
and  (b)  noted  above,  the  bill  would  substitute  that,  in  order  for  a 
corporation  to  be  eligible  for  a  loan,  the  principal  part  of  its  income 
must  be  derived  from  farming  operations  and  owners  of  stock  in 
the  corporation  must  assume  personal  liability  for  the  loan  to  the  ex¬ 
tent  required  under  rules  and  regulations  prescribed  by  the  Farm 
Credit  Administration.  This  would  afford  more  flexibility  and  per¬ 
mit  loans  to  corporations  with  fewer  stockholders  assuming  personal 
liability  than  is  now  required;  but  it  is  expected  that  full  personal 
liability  will  always  be  required  of  at  least  one  or  more  of  the  responsi¬ 
ble  stockholders. 
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The  corporate  method  of  organization  is  increasingly  being  used 
by  families  as  a  means  of  facilitating  the  transfer  of  the  farm,  and 
allocating  interest  among  family  members,  and  as  a  means  of  avoid¬ 
ing  the  necessity  of  liquidating  the  farm  at  the  time  of  death  of  the 
parents.  Where  only  one  of  several  family  members  holding  equal 
amounts  of  stock  remains  on  the  farm,  the  Federal  land  bank  can¬ 
not  now  make  a  loan  to  the  corporation.  The  purpose  of  this  section 
is  to  provide  for  situations  of  the  type  just  described  and  not  to  pro¬ 
vide  for  loans  to  corporations  formed  by  unrelated  investors,  none 
of  whom  participate  in  the  farming  operations. 

Section  1  (b ):  To  increase  from  5  to  7  years  the  maximum  maturity 
permitted  for  loans ,  advances ,  or  discounts  by  a  Federal  intermediate 
credit  bank.  The  Federal  intermediate  credit  banks  make  loans  to, 
and  discount  agricultural  paper  for,  the  production  credit  associa¬ 
tions  and  other  financing  institutions  which  make  loans  to  farmers 
and  ranchers.  Under  section  202(c)  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.  1033),  the  loans  made  or  discounted  by  a 
Federal  intermediate  credit  bank  may  not  have  a  maturity  of  more 
than  5  years  from  the  date  made  or  discounted  by  the  bank.  To  be 
eligible  for  discount  at  a  Federal  intermediate  credit  bank,  therefore, 
the  loans  made  to  farmers  and  ranchers  by  the  production  credit  asso¬ 
ciations  and  other  financing  institutions  may  not  have  a  maturity  of 
more  than  5  years  at  the  time  of  such  discount.  Section  1(b)  would 
increase  the  permissible  maturity  from  5  to  7  years.  It  is  to  be  ex¬ 
pected  that  most  intermediate-term  loans  discounted  by  the  credit 
banks  will  continue  to  fall  within  the  2-  to  5-year  range.  In  indi¬ 
vidual  cases,  though,  a  6-  or  7-year  maturity  may  be  needed  to  liqui¬ 
date  obligations  incurred  for  capital  purposes. 

AMENDMENTS  TO  FARM  CREDIT  ACT  OF  19  33 

Section  2(1)  :  To  combine  the  Federal  intermediate  credit  bank 
and  production  credit  association  revolving  funds  into  a  single  fund 
available  for  the  same  purposes.  There  now  are  two  revolving  funds 
which  were  established  as  provided  for  in  section  5  of  the  Farm 
Credit  Act  of  1933,  as  amended  (12  U.S.C.  1131i).  Under  subsection 
(a)  thereof,  there  is  a  revolving  fund  of  $60  million  which  is  avail¬ 
able  for  subscriptions  to  the  capital  stock  of  production  credit  asso¬ 
ciations  (12  U.S.C.  1131c,  1131e-l  (a) ) .  Under  subsection  (e)  thereof, 
there  is  authorized  a  revolving  fund  of  $70  million  of  which  $40  mil¬ 
lion  is  now  available  for  subscriptions  to  the  capital  stock  of  the 
Federal  intermedaite  credit  banks  (12  U.S.C.  1061(a)(1)). 

The  Government  now  holds  capital  stock  in  only  20  of  the  488  pro¬ 
duction  credit  associations  and  it  is  apparent  that  not  all  of  the 
fund  available  for  capitalizing  production  credit  associations  will  be 
needed  by  such  associations.  On  the  other  hand,  the  Federal  inter¬ 
mediate  credit  banks  are  expected  to  require  larger  capital  stock  sub¬ 
scriptions  than  could  be  made  from  the  separate  fund  now  available 
to  them.  Under  the  law,  the  debentures  and  similar  obligations  is¬ 
sued  for  a  Federal  intermediate  credit  bank  and  other  borrowings 
may  not  exceed  10  times  the  surplus  and  paid-in  capital  of  the  bank 
(12  U.S.C.  1041).  Since  the  funds  with  which  a  credit  bank  makes 
loans  and  discounts  are  obtained  through  the  sale  of  debentures  and 
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other  borrowings,  it  follows  that  as  its  business  increases  ancl  more 
debentures  are  issued,  the  paid-in  capital  of  the  bank  must  be  in¬ 
creased  in  order  to  stay  within  the  statutory  maximum  ratio  of  10 

At  the  time  of  the  enactment  of  the  Farm  Credit  Act  of  1956,  it 
was  recognized  that  it  might  become  advisable  to  make  some  of  the 
production  credit  association  revolving  fund  available  for  the  purposes 
of  the  Federal  intermediate  credit  bank  revolving  fund.  Section 
2(1)  of  the  bill  would  do  this  by  combining  the  two  funds  into  a 
single  revolving  fund,  all  of  which  then  would  be  available  for  invest¬ 
ment  in  capital  stock  of  production  credit  associations  and  Federal 
intermediate  credit  banks  on  the  same  terms  as  now. 

Section  2(2)  :  To  'prescribe  amount  of  reserves  for  bad  debts  to  be 
established  by  production  credit  associations.  The  production  credit 
associations  are  organized  and  operate  under  the  terms  of  the  Farm 
Credit  Act  of  1933,  as  amended,  to  make  loans  to  farmers  and  ranch¬ 
ers.  They  are  chartered  and  regulated  by  the  Farm  Credit  Admin¬ 
istration  and  also  are  under  the  more  local  supervision  of  the  Federal 
intermediate  credit  bank  in  each  district.  Section  22(a)  of  the  Farm 
Credit  Act  of  1933,  as  amended  (12  U.S.C.  1131f(a))?  now  directs 
how  a  production  credit  association  shall  apply  its  earnings  in  excess 
of  operating  expenses  at  the  end  of  each  fiscal  year,  but  it  makes  no 
more  specific  provision  for  a  reserve  for  bad  debts  than  that  “pro¬ 
vision  for  reasonable  valuation  reserves”  shall  be  included  as  an  oper¬ 
ating  expense. 

Section  2(2)  of  the  bill  would  amend  the  existing  law  so  that  each 
production  credit  association  would  be  required,  in  applying  its  earn¬ 
ings  at  the  end  of  each  fiscal  year,  to  include  as  an  operating  expense 
provision  for  valuation  reserves  against  loan  assets  in  an  amount 
equal  to  one-lialf  of  1  percent  of  loans  outstanding  at  the  end  of  the 
fiscal  year.  This  would  be  required  to  the  extent  that  earnings  for 
the  year  in  excess  of  other  operating  expenses  permit.  As  introduced, 
the  Dill  would  have  provided  that  no  additions  are  to  be  made  to  the 
valuation  reserves  which  would  increase  such  reserves  above  5  percent 
of  loans  outstanding  at  the  end  of  the  fiscal  year.  As  amended  by  the 
committee,  annual  additions  are  required  to  be  made  to  such  bad  debt 
reserves  until  they  equal  or  exceed  3 y2  percent  of  loans  outstanding 
at  the  end  of  the  fiscal  year.  Beyond  such  31/2  percent  further  addi¬ 
tions  to  such  reserves  are  not  required  but  may  be  made.  This  is 
designed  to  provide  for  bad  debt  reserves  in  an  amount  which  will  be 
adequate  for  the  sound  operation  of  an  association.  It  also  is  intended 
and  assumed  that  the  additions  to  bad  debt  reserves  which  a  produc¬ 
tion  credit  association  is  required  to  make  under  the  Farm  Credit 
Act  of  1933,  as  so  amended,  i.e.,  up  to  3 y2  percent  of  outstanding 
loans,  would  be  accepted  as  reasonable  for  Federal  income  tax  pur¬ 
poses.  Any  voluntary  additions  beyond  such  3y2  percent,  though, 
would  continue  to  be  subject  to  determination  by  the  Internal  Revenue 
Service  as  to  whether  they  are  reasonable  for  tax  purposes. 

As  provided  by  Congress  (12  U.S.C.  1138c),  the  production  credit 
associations  are  instrumentalities  of  the  United  States  and,  while  the 
United  States  holds  any  class  A  stock  in  such  an  association,  it  is 
exempt  from  taxation — Federal  and  State — except  that  any  real  prop¬ 
erty  and  any  tangible  personal  property  is  subject  to  taxation  to  the 
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same  extent  as  other  similar  property  is  taxed.  When  a  production 
credit  association  retires  all  of  its  class  A  stock  held  by  the  Govern¬ 
ment,  the  association  becomes  subject  to  Federal  income  tax.  Since  the 
Government  holds  class  A  stock  in  only  13  of  the  associations,  this 
means  that  the  other  475  associations  out  of  a  total  of  488  are  now 
subject  to  Federal  income  tax. 

The  first  of  the  production  credit  associations  to  file  Federal  income 
tax  returns  began  doing  so  for  1945.  Since  then,  a  question  frequently 
raised  by  the  Internal  Revenue  Service  is  whether  the  amount  added 
by  an  association  to  its  bad  debt  reserves  is  reasonable  and  should  be 
allowed  as  a  deduction  under  section  166(c)  of  the  Internal  Revenue 
Code  of  1954  in  determining  the  taxable  income  of  the  association.  In 
lieu  of  taking  a  deduction  for  debts  which  actually  become  worthless 
within  the  taxable  year,  section  166(c)  of  the  Revenue  Code  provides 
that  “there  shall  be  allowed  (in  the  discretion  of  the  Secretary  or  his 
delegate)  a  deduction  for  a  reasonable  addition  to  a  reserve  for  bad 
debts.”  If  the  Internal  Revenue  Service  does  not  allow  deductions 
for  the  amounts  added  to  the  bad  debt  reserves,  the  production  credit 
association  may  pay  the  taxes  involved  under  protest  and  then  sue  to 
recover  them  in  a  U.S.  district  court. 

In  such  actions  brought  by  23  of  the  associations,  the  courts  allowed 
the  claims  of  17  associations  in  full ;  in  three  cases  a  substantial  part  of 
their  claims  were  allowed ;  and  only  in  three  cases  were  the  additions 
claimed  disallowed  in  total.  These  decided  cases  are  summarized  at 
pages  77-79  of  the  hearings  on  S.  1927  under  the  heading  “Percentages 
of  Outstanding  Loans  Accepted  by  Courts  as  Appropriate  for  Bad 
Debt  Reserves  of  Production  Credit  Associations  in  Passing  on  Addi¬ 
tions  Thereto  To  Be  Allowed  as  Deductions  for  Federal  Income  Tax 
Purposes.”  In  one  case,  the  court  allowed  the  association  accumulated 
bad  debt  reserves  of  only  3  percent  of  outstanding  loans  even  though 
more  was  claimed.  For  other  associations,  accumulations  as  high  as 
4.09,  3.76,  4.15,  3.88,  4.33,  4.65,  4.76,  and  4.49  percent  of  outstanding 
loans  were  allowed  by  the  courts  as  bad  debt  reserves.  Smaller  accu¬ 
mulations  were  involved  for  most  of  the  associations  because  they  had 
not  yet  built  up  their  reserves  any  further  for  the  years  in  dispute. 
Inasmuch  as  such  court  decisions  now  have  delineated  what  are  deemed 
reasonable  bad  debt  reserves  for  the  production  credit  associations,  it 
is  considered  that  the  associations  should  not  have  to  continue  to  re¬ 
sort  to  court  actions  to  sustain  deductions  made  for  bad  debt  reserves. 
Such  a  procedure  is  costly  and  time  consuming  not  only  to  the  associa¬ 
tions  but  also  to  the  United  States  which  is  represented  by  the  Depart¬ 
ment  of  Justice  in  such  actions.  The  reasons  for  specifying  in  the  law 
the  amounts  which  the  production  credit  associations  are  to  add  to 
their  bad  debt  reserves  each  year  were  gone  into  at  length  in  the  hear¬ 
ings  on  S.  1927  (pp.  4,  22,  52-53,  69-82) . 

A  report  filed  by  the  Treasury  Department  opposes  enactment  of 
section  2(2)  of  S.  1927  as  originally  introduced,  to  the  extent  that  it 
is  intended  to  affect  the  amount  of  allowable  additions  to  reserves 
under  section  166(c)  of  the  Internal  Revenue  Code.  The  Treasury 
Department  report  includes  the  following : 

In  summary,  it  appears  that  appropriate  bad  debt  reserves 
for  production  credit  associations  can  best  be  resolved  on  an 
administrative  basis;  that  the  proposed  statutory  5  percent 
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reserve  ceiling  cannot  be  justified  from  the  viewpoint  of  a 
logical  and  equitable  application  of  the  income  tax  law  even 
when  taking  into  account  the  large  loss  experience  of  lending 
institutions  during  the  economic  collapse  of  the  1930’s;  and 
that  enactment  of  a  5  percent  reserve  ceiling  for  production 
credit  associations,  if  used  as  a  precedent  for  comparable 
lending  institutions,  would  entail  revenue  losses  substantially 
in  excess  of  $1  billion. 

In  the  opinion  of  the  committee,  the  amount  of  bad  debt  reserves 
for  production  credit  associations  should  not  be  left  entirely  for  ad¬ 
ministrative  determination.  Instead  of  the  statutory  5  percent  re¬ 
serve  ceiling  originally  proposed,  though,  the  committee  would  amend 
the  Farm  Credit  Act  of  1933  to  specify  that  the  production  credit  as¬ 
sociations  are  required  to  build  up  their  bad  debt  reserves  to  3y>  per¬ 
cent  of  outstanding  loans  and  may,  but  are  not  required  to,  make 
additions  beyond  such  3 y2  percent.  The  intention  is  that  the  required 
reserves  up  to  3y2  percent  of  outstanding  loans  would  be  allowed  as 
reasonable  for  Federal  income  tax  purposes  and  that  the  Internal 
Revenue  Service  would  continue  to  decide  whether  any  voluntary 
additions  beyond  such  31/2  percent  shall  be  so  allowed.  The  required 
reserves  of  3y2  percent  of  outstanding  loans  are  well  within  the  ac¬ 
cumulations  allowed  by  the  courts  for  the  production  credit  asso¬ 
ciations.  Such  is  the  purpose  of  section  2(2)  as  amended  by  the 
committee.  It  of  course  need  not  be  viewed  as  a  precedent  for  other 
institutions  which  are  not  comparable  either  in  their  lending  or  their 
court  experience  as  to  what  are  reasonable  bad  debt  reserves.  In  any 
event,  however  the  tax  loss  is  estimated  if  the  statutory  formula  pro¬ 
posed  for  the  production  credit  associations  were  applied  to  other 
institutions,  there  is  in  principle  no  ground  for  any  claim  that  it  will 
result  in  any  appreciable  tax  loss  as  respects  the  production  credit 
associations.  This  is  because  the  statutory  formula  being  proposed 
is  considered  to  allow  the  production  credit  associations  no  greater 
tax-free  bad  debt  reserves  than  was  delineated  as  reasonable  in  the 
court  decisions  and  anything  above  3y2  percent  of  outstanding  loans 
would  continue  to  be  subject  to  allowance  by  the  Internal  Revenue 
Service.  Also  to  be  kept  in  mind  is  that  obtaining  the  same  formula 
by  litigation  rather  than  by  legislation  would  involve  the  expenses  of 
the  association  in  the  litigation  which  would  be  deductible  as  an  oper¬ 
ating  expense,  not  to  mention  the  expense  to  the  Government  on  the 
other  side  of  the  litigation.  The  amendment  proposed  by  section  2 
(2)  will  resolve  an  issue  which  is  better  eliminated  so  that  the  asso¬ 
ciations  may  concentrate  on  their  purpose  of  making  loans  to  farmers 
and  ranchers. 

Section  2(3)  :  To  'permit  retirement  of  interests  in  a  bank  for  coop¬ 
eratives  held  by  present  or  former  borrower  which  is  being  liquidated 
or  dissolved.  Cooperative  associations  borrowing  from  a  bank  for  co¬ 
operatives  acquire  certain  interests  in  the  bank  while  they  are  such 
borrowers.  Such  interests  include  class  C  stock  in  the  bank  which  a 
borrower  is  required  to  purchase  (12  U.S.C.  1134d(a)  (3) )  for  which 
is  issued  to  a  borrower  as  a  patronage  refund  (12  U.S.C.  11341(b)). 
A  borrower  is  also  allocated  an  interest  in  the  surplus  and  contingency 
reserves  of  the  bank  on  the  basisof  its  patronage  (12  U.S.C.  11341(a) ). 
which  interest  eventually  is  payable  to  the  borrower  in  class  C  stock  of 
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the  bank  (12  U.S.C.  11341  (a),  (b)).  The  class  C  stock  of  the  bank 
may  not  be  retired  until  after  all  class  A  (Government)  stock  is  re¬ 
tired,  and  all  class  B  (investment)  stock  of  the  same  and  earlier  fiscal 
years  is  retired  (12  U.S.C.  1134d(a)  (3) ).  Except  in  a  case  where  a 
borrower  holding  such  interests  defaults  (12  U.S.C.  1134d(c) ),  it  will 
be  some  years  before  such  interests  are  retired  and  the  proceeds  can  be 
paid  to  the  holders. 

If  a  cooperative  association  which  was  a  borrower  from  a  bank  for 
cooperatives  liquidates  or  dissolves  without  transferring  such  inter¬ 
ests  to  another  eligible  holder,  the  bank  would  need  for  many  years  to 
carry  such  interests  in  the  name  of  an  association  no  longer  in  exist¬ 
ence.  Further,  when  such  interests  are  retired,  there  will  be  no  owner 
to  which  the  proceeds  may  be  paid.  To  avoid  such  a  result,  it  is  pro¬ 
posed  that  the  bank  should  be  permitted  to  retire  and  cancel  such  in¬ 
terests  so  that  the  books  may  be  cleared  of  them  and  the  proceeds  paid 
to  the  cooperative  association  for  disposition  with  its  other  assets  when 
it  is  liquidated  or  dissolved.  Section  2(e)  would  provide  authority  to 
do  this  in  accordance  with  rules  and  regulations  prescribed  by  the 
Farm  Credit  Administration. 

Departmental  Views 

Farm  Credit  Administration, 
Washington,  D.C.,  May  11, 1961. 

The  Honorable  the  President  of  the  Senate, 

U.S.  Senate. 

Dear  Mr.  President:  There  is  transmitted  herewith  a  proposed 
bill  to  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes.  The  seven 
amendments  being  suggested  will  be  explained  m  the  order  of  their 
numbering  in  the  proposed  bill. 

AMENDMENTS  TO  FEDERAL  FARM  LOAN  ACT 

Section  1(a)(1):  To  'permit  amortization  plan  for  Federal  land 
bank  loans  to  provide  for  installments  more  frequently  than  semi¬ 
annually.  Although  a  Federal  land  bank  has  authority  under  exist¬ 
ing  law  to  make  loans  on  an  unamortized  or  partially  amortized  basis, 
loans  which  are  made  on  an  amortization  plan  are  required  to  include 
an  agreement  for  repayment  by  means  of  “a  fixed  number  of  annual 
or  semiannual  installments”  (12  U.S.C.,  Supp.  II,  771  Second).  Re¬ 
payment  on  such  a  plan  is  not  the  best  which  could  be  adapted  to  serve 
part-time  and  other  farmers,  such  as  dairy  farmers,  whose  income  is, 
for  example,  on  a  monthly  basis.  While  it  is  expected  that  most  land 
bank  loans  would  continue  to  be  made  on  an  annual  or  a  semiannual 
installment  plan,  it  is  deemed  desirable  to  permit  repayments  more 
frequently  than  semiannually  where  that  is  more  in  line  with  the 
borrower's  income  pattern.  This  would  be  accomplished  by  substi¬ 
tuting  “a  fixed  number  of  one  or  more  installments  each  year”  for  the 
words  previously  quoted  in  this  paragraph. 

Section  1(a)(2):  To  amend  eligibility  requirements  for  Federal 
land  bank  loans  to  farming  corporations.  Almost  all  Federal  land 
bank  loans  are  made  to  individual  farmers  but  since  1935  the  land 
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banks  have  been  authorized  to  make  loans  to  corporations,  subject  to 
certain  limitations.  In  1960,  only  117  out  of  a  total  of  43,404  land  bank 
loans  were  made  to  corporations.  At  first  only  corporations  engaged 
in  the  raising  of  livestock  were  eligible  but  in  1955  the  law  was  changed 
to  also  permit  loans  to  corporations  engaged  in  general  farming  op¬ 
erations.  Under  existing  law  (12  U.S.C.  771  sixth),  a  Federal  land 
bank  loan  may  not  be  made  to  a  corporation  (1)  unless  at  least  75 
percent  in  value  and  number  of  shares  of  stock  of  the  corporation 
is  owned  by  individuals  themselves  personally  actually  engaged  in 
farming  operations  on  the  farm  to  be  mortgaged  as  security  for  the 
loan  and  (2)  unless  the  owners  of  a  like  amount  of  stock  assume  per¬ 
sonal  liability  for  the  loan. 

The  first  of  these  limitations  requires  a  special  investigation  as  to 
the  activities  of  the  individual  stockholders  and  in  some  instances 
has  precluded  a  loan  to  a  corporation  of  a  type  which  a  land  bank 
should  be  able  to  serve.  The  present  proposal  is  to  substitute  for 
the  first  limitation,  a  requirement  that  the  principal  part  of  the  in¬ 
come  of  the  corporation  must  be  derived  from  farming  operations. 
This  would  simplify  the  procedure  on  corporation  applications  and 
yet  sufficiently  safeguard  the  types  of  corporations  to  which  loans 
may  be  made. 

In  lieu  of  the  second  limitation  in  the  present  law,  it  is  proposed 
that  stockholders  assume  personal  liability  for  a  loan  to  their  corpo¬ 
ration  to  the  extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration.  This  would  afford  more  flexi¬ 
bility  and  permit  loans  to  corporations  with  fewer  stockholders  assum¬ 
ing  personal  liability  than  is  now  required;  but  it  is  expected  that  full 
personal  liability  will  always  be  required  of  at  least  one  or  more  of 
the  responsible  stockholders. 

To  effect  such  proposed  changes,  the  existing  law  would  be  amended 
to  provide  that  no  land  bank  loan  shall  be  made  to  a  corporation  en¬ 
gaged  in  farming  operations  “unless  the  principal  part  of  its  income 
is  derived  from  farming  operations  and  unless  owners  of  stock  in  the 
corporation  assume  personal  liability  for  the  loan  to  the  extent  re¬ 
quired  under  rules  and  regulations  prescribed  by  the  Farm  Credit 
Administration.” 

Section  1(b):  To  increase  from  5  to  7  years  the  maximum  maturity 
'permitted  for  loans ,  advances,  or  discounts  by  a  Federal  intermediate 
credit  bank.  The  loans  made  or  discounted  by  a  Federal  intermedi¬ 
ate  credit  bank  may  not  have  a  maturity  of  more  than  5  years  from  the 
date  made  or  discounted  by  the  bank  ( i2  IT.S.C.  1033) .  To  be  eligible 
for  discount  at  a  Federal  intermediate  credit  bank,  therefore,  the  loans 
made  to  farmers  by  the  production  credct  associations  and  other  fi¬ 
nancing  institutions  may  not  have  a  maturity  of  more  than  5  years 
at  the  time  of  such  discount.  Section  1  (b)  would  increase  the  per¬ 
missible  maturity  from  5  to  7  years. 

Intermediate-term  loans,  with  maturities  of  2  to  5  years  have  been 
in  demand  in  most  areas,  to  finance  such  capital  expenditures  as  pur¬ 
chases  of  livestock,  heavy  equipment,  improvement  of  farm  build¬ 
ings  such  as  dairy  barns,  installation  of  bulk  milk  tanks,  soil  build¬ 
ing  and  conservation  practices,  and  similar  items.  Experience  with 
such  loans  has  been  quite  satisfactory.  However,  the  credit  banks 
and  production  credit  associations,  from  time  to  time,  encounter  in- 


AMENDMENTS  TO  FARM  CREDIT  LAWS 


15 


dividual  cases  in  which  a  6-  or  7-year  maturity  is  needed  to  liquidate 
obligations  incurred  for  capital  purposes.  It  is  to  be  expected  that 
most  intermediate-term  loans  will  continue  to  all  within  the  2-  to  5- 
year  range. 


AMENDMENTS  TO  FARM  CREDIT  ACT  OF  1033 

Section  2(a)  :  To  combine  the  Federal  intermediate,  credit  bank  and 
production  credit  association  revolving  funds  into  a  single  fund  avail¬ 
able  for  the  same  purposes.  This  amendment  would  combine  the  re¬ 
volving  fund  of  $60  million,  which  is  available  for  subscriptions,  to 
the  capital  stock  of  production  credit  associations,  with  the  revolving 
fund  of  $70  million  authorized  for  subscriptions  to  the  capital  stock 
of  the  Federal  intermediate  credit  banks,  into  a  single  revolving  fund 
of  $130  million,  all  of  which  would  be  available  for  subscriptions  to 
the  capital  stock  of  production  credit  associations  and  Federal  inter¬ 
mediate  credit  banks.  This  is  deemed  necessary  and  advisable  in  order 
that  the  fund  now  available  for  capitalizing  production  credit  asso¬ 
ciations,  not  all  of  which  will  be  needed  by  such  associations,  can  he 
made  available  to  the  Federal  intermediate  credit  banks  which  are 
expected  to  require  larger  capital  stock  subscriptions  than  could  be 
made  from  the  separate  fund  now  available  to  them.  . 

Out  of  one  of  the  revolving  funds  the  Governor  of  the  Farm  Credit 
Administration  currently  subscribes  to  capital  stock  in  a  production 
credit  association  (12  U.S.C.  1131c,  1131e-l(a),  1131i(a) )  when,  m 
addition  to  the  capital  which  can  be  obtained  from  members  or  other 
local  sources,  further  capital  is  needed  because  of  adverse  conditions 
or  rapidly  increasing  loan  volume  to  enable  the  association  to  seive 
the  sound  credit  needs  of  farmers  and  ranchers  in  its  territory.  Of 
the  $60  million  available  for  this  purpose,  only  $880,000  was  so  in¬ 
vested  on  March  1,  1961,  and  for  the  rest  of  1961  the  needs  for  this 
purpose  are  estimated  at  $2,200,000.  This  would  leave  an  estimated 
balance  of  $56,920,000  in  the  production  credit  association  revolving 

fund  on  January  1, 1962.  .  . 

Out  of  the  other  revolving  fund  the  Governor  currently  subscribes 
to  capital  stock  in  the  Federal  intermediate  credit  banks  (12  U.S.C. 
1061  (a)(1),  1131i  (e))  when  it  is  necessary  because  of  substantial 
increases  in  their  business.  Under  the  law,  the. debentures  and  simi¬ 
lar  obligations  issued  for  a  Federal  intermediate  credit  bank  and 
other  borrowings  may  not  exceed  10  times  the  surplus  and  paid-in 
capital  of  the  bank  (12  U.S.C.  1041).  Since  the  funds  with  which 
a  credit  bank  makes  loans  and  discounts  are  obtained  through  the 
sale  of  debentures  and  other  borrowings,  it  follows  that  as  their  busi¬ 
ness  increases  and  more  debentures  are  issued,  the  paid-in  capital  of 
the  bank  must  be  increased  in  order  to  stay  within  the  statutory  maxi¬ 
mum  ratio  of  10  to  1.  As  of  March  1, 1961,  investments  m  the  capi¬ 
tal  stock  of  the  Federal  intermediate  credit  banks  out  of  this  l evolving 
fund  totalled  $19,350,000  and  it  is  estimated  that  an  additional 
$5,500,000  will  be  needed  for  this  purpose  through  the  rest  of  .1961, 
leaving  $15,150,000  in  the  fund  on  January  1,  1962.  While  this  re- 
volving  fund  is  referred  to  as  being  $70  million,  only  $40  million  lias 
been  made  available  therein,  and  the  increase  to  $70  million. is  to  be 
made  with  proceeds  from  the  retirement  of  the  last  $30  million  of 
Government- owned  stock  in  the  credit  banks  at  January  1,  1957  (12 
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U.S.C.  1061).  Thus  far  there  have  been  no  additions  to  this  revolv¬ 
ing  fund  from  such  stock  retirements. 

When  the  bill  which  became  the  Farm  Credit  Act  of  1956  was 
cleared  by  the  Budget  Bureau,  the  letter  from  the  Director  dated 
March  14, 1956,  included  the  following : 

“The  aggregate  amount  of  the  two  revolving  funds  for  the  capital¬ 
ization  of  the  Federal  intermediate  credit  banks  and  the  production 
credit  associations  should  be  held  at  the  present  level  of  $130  million. 
An  increase  in  this  amount  does  not  appear  to  be  warranted  by  the 
estimated  future  capital  requirements  of  the  banks  and  the  produc¬ 
tion  credit  associations.  There  would  be  no  objection,  however,  to 
reallocating  the  amounts  in  the  two  funds  and  providing  for  an  in¬ 
crease  in  the  fund  to  capitalize  the  Federal  intermediate  credit  banks, 
if  accompanied  by  a  corresponding  decrease  in  the  production  credit 
fund.” 

This  objective  would  be  accomplished  by  combining  the  two  funds 
into  a  single  fund  which  could  be  used  for  the  purposes  for  which 
both  funds  have  heretofore  been  available. 

Section  2(b)  :  To  prescribe  amount  of  reserves  for  bad  debts  to  be 
established  by  production  credit  associations.  The  existing  law  (12 
U.S.C.  1131f  (a) )  as  to  how  a  production  credit  association  shall 
apply  its  earnings  in  excess  of  operating  expenses  at  the  end  of  each 
fiscal  year,  makes  no  more  specific  provision  for  a  reserve  for  bad 
debts  than  that  “provision  for  reasonable  valuation  reserves”  shall 
be  included  as  an  operating  expense.  Thereunder,  the  present  prac¬ 
tice  is  for  each  production  credit  association  to  determine  the  amount 
to  be  added  each  year  to  the  valuation  (bad  debt)  reserves.  It  is 
now  proposed  to  amend  the  existing  law  so  that  each  production  credit 
association  would  be  required,  in  applying  its  earnings  at  the  end  of 
each  fiscal  year,  to  include  as  an  operating  expense  provision  for 
valuation  reserves  against  loan  assets  in  an  amount  equal  to  one- 
half  of  1  percent  of  loans  outstanding  at  the  end  of  the  fiscal  year. 
This  would  be  done  to  the  extent  that  earnings  for  the  year  in  excess 
of  other  operating  expenses  permit.  Ao  additions  are  to  be  made  to 
the  valuation  reserves  which  would  increase  such  reserves  above  5 
percent  of  loans  outstanding  at  the  end  of  the  fiscal  year.  The  amend¬ 
ment  is  intended  to  make  certain  the  amount  to  be  so  applied ;  and 
building  up  such  reserves  to  5  percent  of  loans  outstanding  at  the  an¬ 
nual  rate  of  one-half  percent  of  loans  outstanding  is  deemed  appropri¬ 
ate  and  reasonable  in  the  circumstances  of  such  associations  generally. 

A  further  purpose  of  the  amendment  is  to  define  a  reasonable  addi¬ 
tion  to  the  reserve  for  bad  debts  of  production  credit  associations 
which  will  be  recognized  as  a  deduction  under  section  166(c)  of  the 
Internal  Revenue  Code  of  1954.  Under  existing  law  the  production 
credit  associations  frequently  have  to  resort  to  court  actions  to  sustain 
deductions  made  for  bad  debt  reserves  and  this  has  been  costly  and 
time  consuming  not  only  to  the  associations  but  also  to  the  United 
States  which  is  represented  by  the  Department  of  Justice  in  such 
actions. 

Section  2  (c),  (d)  :  To  specify  that  a  minimum  of  75  percent  of  the 
voting  rights  in  cooperative  associations  be  oioned  by  agricultural 
producers  in  order  for  such  associations  to  be  eligible  for  loans  from 
a  bank  for  cooperatives.  The  12  regional  banks  for  cooperatives  (12 
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U.S.C.  1134c)  and  the  Central  Bank  for  Cooperatives  (12  U.S.C. 
1134j)  are  authorized  to  make  loans  to  cooperative  associations  as 
defined  in  the  Agricultural  Marketing  Act,  as  amended.  As  there 
defined  (12  U.S.C.  1141j),  the  term  “cooperative  association”  means 
an  association  in  which  farmers  act  together  in  marketing  their  farm 
products,  purchasing  farm  supplies,  or  furnishing  farm  business  serv¬ 
ices,  with  a  proviso  that  the  association  is  operated  for  the  mutual 
benefit  of  the  members  thereof  as  such  producers  or  purchasers.  The 
association  must  also  conform  to  certain  other  requirements  which  are 
not  involved  in  the  present  proposal.  The  present  general  regulation 
requires  that  a  bank  for  cooperatives  may  not  make  a  loan  to  a  co¬ 
operative  association  unless  at  least  90  percent  of  the  voting  media 
are  held  by  either  producers  (individuals,  partnerships,  or  corpora¬ 
tions),  or  other  cooperative  associations  eligible  to  borrow  from  a  bank 
for  cooperatives.  It  is  now  proposed  that  this  voting  requirement  be 
reduced  to  75  percent  or  such  higher  percentage  as  the  board  of  di¬ 
rectors  of  a  bank  for  cooperatives  may  determine.  Such  a  change 
would  enable  the  banks  for  cooperatives  to  serve  some  cooperative  as¬ 
sociations  which  are  not  able  to  meet  the  present  90  percent  require¬ 
ment  but  which  are  agricultural  nonetheless.  Section  2  (c) ,  (d)  would 
do  this  by  amending  the  law  to  provide  that  a  bank  for  cooperatives 
shall  not  make  a  loan  to  a  cooperative  association  unless  at  least  75 
percent,  or  such  higher  percent  as  the  board  of  directors  of  the  bank 
for  cooperatives  determines,  of  the  voting  rights  are  held  by  agricul¬ 
tural  producers  or  other  cooperative  associations  eligible  to  borrow 

from  such  a  bank.  t  . 

Section  2(e)  :  To  'permit  retirement  of  interests  in  a  bank  for  co¬ 
operatives  held  by  present  or  former  borrower  which  is  being  liqui¬ 
dated  or  dissolved.  Cooperative  associations  borrowing  from  a  bank 
for  cooperatives  acquire  certain  interests  in  the  bank  while  they  are 
such  borrowers.  Such  interests  include  class  C  stock  in  the  bank 
which  a  borrower  is  required  to  purchase  (12  U.S.C.  1134d  (a)(3)) 
or  which  is  issued  to  a  borrower  as  a  patronage  refund  (12  U.S.C. 
11342(b)).  A  borrower  is  also  allocated  an  interest  in  the  surplus 
and  contingency  reserves  of  the  bank  on  the  basis  of  its  patronage 
(12  U.S.C.  11342(a)),  which  interest  eventually  is  payable  to  the 
borrower  in  class  C  stock  of  the  bank  (12  XJ.S.C.  1134Z  (a),  (b)). 
The  class  C  stock  of  the  bank  may  not  be  retired  until  after  all  class 
A  (Government)  stock  is  retired,  and  all  class  B  (investment)  slock 
of  the  same  and  earlier  fiscal  years  is  retired  (12  U.S.C.  1134d(a) 
13) ).  Except  in  a  case  where  a  borrower  holding  such  interests  de¬ 
faults  (12  U.S.C.  1134d(c) ),  it  will  be  some  years  before  such  inter¬ 
ests  are  retired  and  the  proceeds  can  be  paid  to  the  holders. 

If  a  cooperative  association  which  was  a  borrower  from  a  bank  for 
cooperatives  liquidates  or  dissolves  without  transferring  such  interests 
to  another  eligible  holder,  the  bank  would  need  for  many  years  to 
carry  such  interests  in  the  name  of  an  association  no  longer  in  exist¬ 
ence.  Further,  when  such  interests  are  retired,  there  will  be  no  owner 
to  which  the  proceeds  may  be  paid.  To  avoid  such  a  result,  it  is 
considered  that  the  bank  should  be  permitted  to  retire  and  cancel 
such  interests  so  that  the  books  may  be  cleared  of  them  and  the 
proceeds  paid  to  the  cooperative  association  for  disposition  with  its 
other  assets  when  it  is  liquidated  or  dissolved.  Section  2(e)  would 
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provide  authority  to  do  this  in  accordance  with  rules  and  regulations 
prescribed  by  the  Farm  Credit  Administration. 

This  submission  has  the  approval  of  the  Federal  Farm  Credit 
Board  and  early  consideration  and  enactment  of  the  proposed  bill 
is  recommended. 

The  Bureau  of  the  Budget  advises  that  there  is  no  objection  to  the 
presentation  of  this  proposal  from  the  standpoint  of  the  adminis¬ 
tration’s  program. 

Very  truly  yours, 

R.  B.  Tootell,  Governor. 


Treasury  Department, 

W  ashington,  August  7, 1961. 

Hon.  Allen  J.  Ellender, 

Chairman ,  Committee  on  Agriculture  and  Forestry ,  U.S.  Senate , 
Old  Senate  Office  Building ,  W  ashing  ton,  D.C. 

Dear  Mr.  Chairman:  This  is  in  response  to  your  request  of  June  6, 
1961,  for  this  Department’s  views  on  S.  1927,  a  bill  to  amend  the 
Federal  Farm  Loan  Act  and  the  Farm  Credit  Act  of  1933. 

The  only  amendment  proposed  by  the  bill  which  concerns  this  De¬ 
partment  is  one  which  would  amend  section  22(a)  of  the  Farm  Credit 
Act  of  1933  (12  U.S.C.  1131f(a))  to  provide  that  each  production 
credit  association  shall  make  annual  additions  to  a  bad  debt  reserve 
in  an  amount  equal  to  0.5  percent  of  outstanding  loans  until  the  re¬ 
serve  equals  5  percent  of  outstanding  loans.  Although  this  proposed 
supervisory  requirement  does  not  amend  the  Internal  Revenue  Code 
and,  under  generally  accepted  legal  principles,  should  have  no  de¬ 
terminative  effect  upon  amounts  which  can  be  deducted  as  a  reason¬ 
able  addition  to  bad  debt  reserves  for  tax  purposes,  it  is  clear  that 
the  proponents  of  this  amendment  intend  it  to  have  the  same  effect 
for  tax  purposes  as  if  it  were  an  amendment  to  the  Internal  Revenue 
Code. 

Production  credit  associations  are  federally  chartered  corporations 
which  provide  short-term  and  intermediate-term  loans  to  farmers. 
Loans  by  the  associations  are  usually  on  a  budget  basis  for  periods  of 
up  to  1  year  although  some  loans  for  capital  purposes  are  made  for 
intermediate  terms  up  to  5  years.  The  loans  are  usually  secured  by 
chattel  mortgages  on  crops,  livestock,  and  machinery. 

Initially  these  associations,  of  which  there  are  now  488,  were  almost 
entirely  capitalized  by  the  Federal  Government  and  were  tax-exempt 
institutions.  This  capital  was  gradually  retired  as  borrowing  mem¬ 
bers  and  farmers  purchased  substantial  amounts  of  stock  in  the  asso¬ 
ciations  and,  by  law,  the  associations  became  taxable  as  ordinary 
corporations  when  the  Government  capital  was  retired.  As  of  Decem¬ 
ber  31,  1960,  only  20  of  the  488  associations  were  not  entirely  mem¬ 
ber-owned. 

The  production  credit  associations  obtain  funds  at  a  relatively  low 
rate  of  interest  by  rediscounting  loans  with  the  Federal  intermediate 
credit  banks.  These  intermediate  credit  banks  ".re  primardy  capital¬ 
ized  with  funds  of  the  U.S.  Government  and  obtain  money  at  favor¬ 
able  rates  by  issuing  debentures  to  public  investors. 
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At  the  present  time,  the  production  credit  associations  have  total 
capital  stock  and  surplus  of  about  $300  million  which  amounts  to 
about  17  percent  of  total  outstanding  loans  of  about  $1.7  billion.  In 
addition,  as  of  June  30,  1960,  the  associations  had  made  provision  for 
bad  debt  losses  in  the  amount  of  $27.5  million,  or  about  1.6  percent  of 
outstanding  loans.  For  the  calendar  year  1959,  the  production  credit 
associations  made  provision  for  bad  debt  losses  of  $6.7  million,  had  net 
earnings  before  Federal  and  other  income  taxes  of  $12.2  million,  and 
earnings  after  such  taxes  of  $9.9  million. 

In  recent  years  the  production  credit  associations  have  been  in¬ 
volved  in  a  considerable  amount  of  litigation  concerning  their  allow¬ 
able  bad  debt  reserves  for  Federal  income  tax  purposes.  The  details 
of  this  litigation  are  set  forth  in  the  report  of  the  recent  hearings  on 
S.  1927  held  on  June  6,  9,  and  14, 1961. 

Section  166(c)  of  the  Internal  Revenue  Code  provides  that,  in  lieu 
of  taking  a  tax  deduction  for  debts  when  they  become  worthless  or 
partially  worthless,  a  taxpayer  shall  be  allowed  (in  the  discretion  of 
the  Secretary  or  his  delegate)  a  deduction  for  a  reasonable  addition 
to  a  reserve  for  bad  debts.  The  purpose  of  this  bad  debt  reserve  pro¬ 
vision  is  to  provide  a  more  accurate  computation  of  taxable  income 
by  permitting  taxpayers  to  take  tax  deductions  gradually  in  advance 
for  reasonably  anticipated  bad  debt  losses. 

The  recent  litigation  appears  to  have  developed  because  the  In¬ 
ternal  Revenue  Service  permitted  the  production  credit  associations 
to  make  an  annual  addition  to  their  bad  debt  reserves  based  upon  the 
particular  association’s  own  average  loss  experience,  with  a  reserve 
ceiling  of  three  times  such  average  loss  experience.  This  formula 
is  similar  to  the  reserve  formula  accorded  by  a  Service  ruling  to  com¬ 
mercial  banks  except  that  the  Service  did  not  permit  the  associations 
to  take  into  account  the  heavy  loss  experience  of  other  lending  insti¬ 
tutions  for  the  period  prior' to  the  organization  of  the  production 
credit  associations  in  1934.  _  .  . 

The  bad  debt  loss  experience  of  the  production  credit  associations 
since  their  organization  to  December  31,  1959,  including  provision 
for  estimated  losses  at  December  31,  1959,  averaged  0.24  percent  of 
cash  advanced.  However,  the  provision  for  estimated  losses  at  De¬ 
cember  31,  1959,  totaled  $26.7  million,  as  compared  with  actual  losses 
over  a  25-vear  period  of  only  $15.6  million,  so  that  actual  losses  over 
such  period  amounted  to  only  0.09  percent  of  total  cash  advanced. 

A.  study  of  the  risk  problems  of  production  credit  associations  from 
1934  to  the  end  of  1950  shows  the  highest  losses  (actual  plus  esti¬ 
mated)  occurred  in  1938  when  they  amounted  to  0.88  percent  of  aver¬ 
age  amount  of  loans  outstanding.1  Although  loss  experience  varied 
among  the  12  districts  during  the  1934-50  period,  the  highest  loss  rate 
was  0.33  percent  in  the  Springfield  district,  and  the  loss  rate  in  the 
Omaha  district  was  only  one-hundredth  of  1  percent.  Only  8  of  the 
688  associations  organized  had  been  placed  in  liquidation  because  of 
actual  or  anticipated  losses.  These  eight  associations  were  placed  in 
liquidation  during  the  years  1935-38  and  their  loss  on  loans  amounted 
to  5.2  percent. 

1  “Risk  Problems  of  Production  Credit  Associations,”  Farm  Credit  Administration,  Wash¬ 
ington,  D.C.,  Bulletin  CR-5,  January  1952. 
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Another  study  of  the  production  credit  associations  indicates  that 
the  heaviest  losses  of  the  associations  occurred  during  the  first  few 
years  after  organization  in  1934  because  a  large  number  of  associa¬ 
tions  were  organized  on  a  “crash  program”  basis  and  many  poor  loans 
were  made  before  much  educational  and  training  work  was  possible. 
Because  of  lack  “of  experience  and  with  sound  loaning  policies  not 
well  established  at  that  time,  many  mistakes  were  made.”  2 

Because  the  loss  experience  of  the  production  credit  associations  gen¬ 
erally  has  been  very  good  throughout  their  existence,  the  reserves 
allowed  by  the  Service  frequently  were  less  than  1  percent  of  out¬ 
standing  loans,  although  in  some  instances  particular  institutions  were 
allowed  reserves  in  excess  of  3  percent  of  outstanding  loans.  In  the 
courts,  several  production  credit  associations  have  been  allowed  sub¬ 
stantially  higher  bad  debt  reserves  than  those  accorded  by  the  Service 
because  the  associations  were  permitted  to  take  into  account  the  large 
loss  experience  of  other  lending  institutions  during  the  economic  col¬ 
lapse  of  the  early  1930’s. 

There  is  some  indication  that  at  the  present  time  the  Department 
of  Justice,  in  settling  pending  litigation,  is  permitting  production 
credit  associations  to  utilize  the  bad  debt  reserve  formula  applicable  to 
commercial  banks  and  also  is  allowing  associations  to  take  into  account 
the  loss  experience  of  other  comparable  lending  institutions  during 
the  early  1930’s.  The  National  Office  of  the  Internal  Revenue  Service 
is  now  reconsidering  its  prior  position  on  this  matter. 

The  bad  debt  reserve  formula  applicable  to  commercial  banks  is 
the  most  liberal  reserve  formula  accorded  to  any  taxable  corporation 
because  most  business  institutions  must  compute  bad  debt  reserves 
based  upon  their  own  recent  experience  and  are  not  permitted  to  take 
into  account  loss  experience  resulting  from  the  economic  collapse  of 
the  1930’s.  (The  special  statutory  reserve  formula  applicable  to 
mutual  savings  banks  and  savings  and  loan  associations  cannot  be 
considered  a  true  bad  debt  reserve.  See  “Treasury  Department  Reuort 
of  July  1961  on  the  Taxation  of  Mutual  Savings  Banks  and  Savings 
and  Loan  Associations,”  a  copy  of  which  is  attached.)  A  statutory 
5  percent  bad  debt  reserve  formula  would  give  to  a  large  number  of 
associations  a  bad  debt  reserve  which  would  be  more  than  double  the 
reserve  allowable  under  the  very  generous  commercial  bank  formula. 
This  would  result  in  a  substantial  understatement  of  taxable  income, 
with  a  consequent  loss  in  Federal  revenue. 

At  the  present  time,  the  average  reserve  ceiling  of  commercial  banks 
employing  the  bad  debt  reserve  formula  amounts  to  2.4  percent  of 
eligible  loans.  It  is  estimated  that,  if  a  5  percent  reserve  ceiling  were 
applied  to  commercial  banks,  the  consequent  loss  to  Federal  revenues 
would  amount  to  well  over  $1  billion  over  a  short  period  of  time,  plus 
a  substantial  continuing  revenue  loss  as  the  banks  increased  their  out¬ 
standing  loans. 

In  summary,  it  appears  that  appropriate  bad  debt  reserves  for  pro¬ 
duction  credit  associations  can  best  be  resolved  on  an  administrative 
basis;  that  the  proposed  statutory  5  percent  reserve  ceiling  cannot  be 
justified  from  the  viewpoint  of  a  logical  and  equitable  application  of 
the  income  tax  law  even  when  taking  into  account  the  large  loss  experi- 

2  C.  R.  Arnold.  “1933-58  Farmers  Build  Their  Own  Production  Credit  System,"  Farm 
Credit  Association,  Circular  E-45,  August  1948. 
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ence  of  lending  institutions  during  the  economic  collapse  of  the  1930’s; 
and  that  enactment  of  a  5  percent  reserve  ceiling  for  production  credit 
associations,  if  used  as  a  precedent  for  comparable  lending  institutions, 
would  entail  revenue  losses  substantially  in  excess  of  $1  billion. 

In  view  of  the  foregoing,  the  Treasury  Department  opposes  the  en¬ 
actment  of  the  bad  debt  reserve  provision  contained  in  S.  1927  to  the 
extent  that  such  provision  is  intended  to  affect  the  amount  of  allowable 
additions  to  reserves  under  section  166(c)  of  the  Internal  Revenue 
Code.  However,  the  Department  expresses  no  position  as  to  the  merits 
of  the  reserve  provision  contained  in  S.  1927  if  it  should  be  proposed 
for  enactment  solely  as  a  supervisory  requirement  unrelated  to  the  de¬ 
duction  of  additions  to  bad  debt  reserves  for  Federal  income  tax  pur¬ 
poses  and  if  the  congressional  intent  to  this  effect  is  clearly  specified. 

The  Bureau  of  the  Budget  has  advised  the  T  reasury  Department 
that  there  is  no  objection  from  the  standpoint  of  the  administration’s 
program  to  the  presentation  of  this  report. 

Sincerely  yours, 

Stanley  S.  Surrey,  Assistant  Secretary. 


CHANGES  IN  EXISTING  LAW 

In  compliance  with  clause  3  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  changes  in  existing  law  made  by  the  bill,  as  in¬ 
troduced,  are  shown  as  follows  (existing  law  proposed  to  be  omitted 
is  enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman)  : 

FEDERAL  FARM  LOAN  ACT 
TITLE  I.— FEDERAL  FARM  LOANS 

Sec.  12.  *  *  * 

•jc  $  *  *  *  *  * 

Second.  Every  such  mortgage  shall  contain  an  agreement  provid¬ 
ing  for  the  repayment  of  the  loan  on  an  amortization  plan  by  means 
of  [a  fixed  number  of  annual  or  semiannual  installments]!  a  fixed 
number  of  one  or  more  installments  each  year  sufficient  to  cover,  first,  a 
charge  on  the  loan  at  a  rate  not  exceeding  the  interest  rate  in  the  last 
series  of  farm  loan  bonds  issued  by  the  land  bank  making  the  loan ; 
second,  a  charge  for  administration  and  profits  at  a  rate  not  exceeding, 
except  with  the  approval  of  the  Governor  of  the  Farm  Credit  Admin¬ 
istration,  1  per  centum  per  annum  on  the  unpaid  principal,  said  two 
rates  combined  constituting  the  interest  rate  on  the  mortgage;  and, 
third,  such  amounts  to  be  applied  on  the  principal  as  will  extinguish 
the  debt  within  a  agreed  period,  not  less  than  five  years  nor  more  than 
forty  years :  Provided ,  That  after  five  years  from  the  date  upon  which 
a  loan  is  made  the  mortgagor  may,  upon  any  regular  installment  date, 
make  in  advance  any  number  of  payments  or  any  portion  thereof  on 
account  of  the  principal  of  his  loan  as  provided  by  his  contract  or  pay 
the  entire  principal  of  such  loan,  under  the  rules  and  regulations  of 
the  Farm  Credit  Administration:  And  provided  further,  That  under 
the  rules  and  regulations  of  the  Farm  Credit  Administration  any  land 
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bank  may  agree,  at  the  time  a  loan  is  made  or  thereafter,  that  the  mort¬ 
gagor  may  make  such  payments  or  portions  of  payments  in  advance  or 
pay  the  entire  principal  of  such  loan  during  the  first  five  years  the 
loan  is  in  effect :  And  provided  further ,  That  any  land  bank  may  make 
loans  on  an  unamortized  or  partially  amortized  basis,  under  rules  and 
regulations  issued  by  the  Farm  Credit  Administration. 

*****  *  * 
Sixth.  No  such  loan  shall  be  made  to  any  person  who  is  not  at  the 
time,  or  shortly  to  become,  engaged  in  farming  operations  or  to  any 
other  person  unless  the  principal  part  of  his  income  is  derived  from 
farming  operations.  In  case  of  the  sale  of  the  mortgaged  land,  the 
Federal  land  bank  may  permit  said  mortgage  and  the  stock  interests 
of  the  vendor  to  be  assumed  by  the  purchaser.  In  case  of  the  death 
of  the  mortgagor,  his  heir  or  heirs,  or  his  legal  representative  or  repre¬ 
sentatives,  shall  have  the  option,  within  sixty  days  of  such  death,  to 
assume  the  mortgage  and  stock  interests  of  the  deceased.  As  used 
in  this  paragraph  (1)  the  term  “person”  includes  an  individual  or  a 
corporation  engaged  in  farming  operations;  and  (2)  the  term  “cor¬ 
poration”  includes  any  incorporated  association;  but  no  such  loan 
shall  be  made  to  a  corporation  [(A)  unless  all  the  stock  of  the  cor¬ 
poration  is  owned  by  individuals  themselves  personally  actually  en¬ 
gaged  in  farming  operations  on  the  farm  to  be  mortgaged  as  security 
for  the  loan,  except  in  a  case  where  the  Farm  Credit  Administration 
permits  the  loan  if  at  least  75  per  centum  in  value  and  number  of 
shares  of  the  stock  of  the  corporation  is  owned  by  the  individuals 
personally  actually  so  engaged,  and  (B)  unless  the  owners  of  at  least 
75  per  centum  in  value  and  number  of  shares  of  the  stock  of  the  cor¬ 
poration  assume  personal  liability  for  the  loan.]  unless  the  princi¬ 
pal  part  of  its  income  is  derived  from  farming  operations  and  unless 
owners  of  stock  in  the  corporation  assume  personal  liability  for  the 
loan  to  the  extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration.  No  loan  shall  be  made  to  any 
corporation  which  is  a  subsidiary  of,  or  affiliated  (either  directly  or 
through  substantial  identity  of  stock  ownership)  with,  a  corporation 
ineligible  to  procure  a  loan  in  the  amount  applied  for. 

*****  *  * 

TITLE  II.— FEDERAL  INTERMEDIATE  CREDIT  BANKS 
******* 

Sec.  202.  *  *  * 

******* 

(c)  Loans,  advances,  or  discounts  made  under  this  section  shall 
have  a  maturity  at  the  time  they  are  made  or  discounted  by  the  Fed¬ 
eral  intermediate  credit  bank  of  not  more  than  [five]  seven  years. 
Any  Federal  intermediate  credit  bank  may  in  its  discretion  sell  loans 
or  discounts  made  under  this  section,  with  or  without  its  endorsement 
and  any  Federal  intermediate  credit  bank  may  in  its  discretion  pur¬ 
chase  such  loans  or  discounts  with  or  without  such  endorsement. 
*****  *  * 
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FARM  CREDIT  ACT  OF  1933 

******* 

Sec.  5.  (a)  There  is  hereby  created  a  revolving  fund  of  not  to  ex¬ 
ceed  $60,000,000  which  shall  be  made  up  as  follows : 

******* 

(e)  The  amount  of  all  balances,  collections,  and  appropriations  al¬ 
located  under  subsection  (a)  to  the  revolving  fund  created  thereunder, 
which  is  in  excess  of  $120,000,000,  is  hereby  made  available  to  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  for  the  establishment  of  a 
revolving  fund  of  not  to  exceed  $70,000,000.  Out  of  such  revolving 
fund,  the  Governor  is  authorized  to  allocate  and,  with  the  approval  of 
the  Secretary  of  the  Treasury,  to  expend  such  amounts  as  he  deems 
necessary  for  subscriptions  to  the  capital  stock  of  Federal  Intermedi¬ 
ate  Credit  Banks. 

(/)  The  revolving  funds  created  by  subsections  (a)  and  (e)  of  this 
section  are  hereby  combined  into  a  single  revolving  fund  which  shall 
be  available  for  all  purposes  for  rohich  both  such  funds  were  hereto¬ 
fore  available ,  and  reference  in  any  provision  of  law  to  the  revolving 
fund  created  by  said  subsection  (a)  or  said  subsection  ( e )  shall  be 
deemed  a  reference  to  the  single  revolving  fund  created  by  this  sub¬ 
section. 

******* 

Sec.  22.  (a)  Each  production  credit  association  shall,  at  the  end  of 
each  fiscal  year,  apply  the  amount  of  its  earnings  for  such  year  in 
excess  of  operating  expenses  (including  provision  for  [reasonable 
valuation  reserves)  during  such  fiscal  year],  valuation  reserves  against 
loan  assets  in  an  amount  equal  to  one-half  of  1  per  centum  of  loans 
outstanding  at  the  end  of  the  fiscal  year ,  to  the  extent  that  earnings 
for  the  year  in  excess  of  other  operating  expenses  permit ,  until  such 
reserves  equal  or  exceed  3y2  Per  centum  of  loans  outstanding  at  the 
end  of  the  fiscal  year  beyond  which  3y2  per  centum  further  additions 
to  such  reserves  are  not  required  but  may  be  made)  first,  to  the  restora¬ 
tion  of  the  impairment,  if  any,  of  capital ;  and,  second,  to  the  establish¬ 
ment  and  maintenance  of  a  surplus  account,  the  minimum  amount  of 
which  shall  be  prescribed  by  the  Federal  intermediate  credit  bank. 
******* 

Sec.  36.  *  *  * 

*****  *  * 

(d)  N otwithstanding  any  other  provision  of  this  Act ,  in  the  case  of 
liquidation  or  dissolution  of  any  present  or  former  borrower  from  a 
bank  for  cooperatives ,  the  bank,  may,  in  accordance  with  rules  and 
regulations  prescribed  by  the  Fann  Credit  Administration ,  retire  and 
cancel  any  capital  stock  or  allocated  surplus  and  contingency  reserves 
or  other  equity  interest,  in  the  bank  owned  by  such  borrower  at  the 
fair  book  value  thereof,  not  exceeding  par,  and,  to  the  extent  re¬ 
quired,  corresponding  shares  and  allocations  or  other  equity  interests 
held  by  the  regional  bank  in  the  central  bank  shall  be  retired. 
******* 
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Committed  to  the  Committee  of  the  Whole  House  on  the  State  of  the  Union 

and  ordered  to  be  printed 


AN  ACT 

To  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm 
Credit  Act  of  1933,  as  amended,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  (a)  section  12  of  the  Federal  Farm  Loan  Act,  as 

4  amended  (12  U.S.C.  771) ,  is  amended — 

5  (1)  by  substituting  “a  fixed  number  of  one  or  more 

6  installments  each  year”  for  “a  fixed  number  of  annual 

7  or  semiannual  installments”  in  paragraph  “Second” 

8  thereof;  and 

9  (2)  by  substituting  in  the  fourth  sentence  of  para- 

10  graph  “Sixth”  thereof  the  following  for  all  that  comes 

11  after  “but  no  such  loan  shall  be  made  to  a  corporation” : 
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“unless  the  principal  part  of  its  income  is  derived  from 
farming  operations  and  unless  owners  of  stock  in  the 
corporation  assume  personal  liability  for  the  loan  to  the 
extent  required  under  rules  and  regulations  prescribed 
by  the  Farm  Credit  Administration.”. 

(b)  Section  202(c)  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.,  supp.  II,  sec.  1033),  is  amended 
by  changing  the  word  “five”  to  the  word  “seven”. 

Sec.  2.  The  Farm  Credit  Act  of  1933,  as  amended,  is 
amended — 

( 1 )  by  adding  the  following  subsection  to  section  5 
thereof  (12  U.S.C.  1 13 li)  : 

“  (f)  The  revolving  funds  created  by  subsections  (a) 
and  (e)  of  this  section  are  hereby  combined  into  a  single 
revolving  fund  which  shall  be  available  for  all  purposes 
for  which  both  such  funds  were  heretofore  available,  and 
reference  in  any  provision  of  law  to  the  revolving  fund 
created  by  said  subsection  (a)  or  said  subsection  (e)  shall 
be  deemed  a  reference  to  the  single  revolving  fund  created 
by  this  subsection.”; 

(2)  by  changing  section  22  (a)  thereof  (12  U.S.C. 
1131f(a))  to  read: 

“  (a)  Each  production  credit  association  shall,  at  the  end 
of  each  fiscal  year,  apply  the  amount  of  its  earnings  for  such 
year  in  excess  of  operating  expenses  (including  provision 
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for  valuation  reserves  against  loan  assets  in  an  amount  equal 
to  one-half  of  1  per  centum  of  loans  outstanding  at  the  end  of 
the  fiscal  year,  to  the  extent  that  earnings  for  the  year  in 
excess  of  other  operating  expenses  permit,  until  such  re¬ 
serves  equal  or  exceed  3^-  per  centum  of  loans  outstanding 
at  the  end  of  the  fiscal  year  beyond  which  3|-  per  centum 
further  additions  to  such  reserves  are  not  required  hut  may 
he  made) ,  first,  to  the  restoration  of  the  impairment,  if  any, 
of  capital;  and,  second,  to  the  establishment  and  mainte¬ 
nance  of  a  surplus  account,  the  minimum  amount  of  which 
shall  be  prescribed  by  the  Federal  intermediate  credit  bank.”; 
and 

(3)  by  adding  the  following  subsection  to  section  36 

thereof  (12  U.S.O.  11341)  : 

“(d)  Notwithstanding  any  other  provision  of  this  Act, 
in  the  case  of  liquidation  or  dissolution  of  any  present  or 
former  borrower  from  a  bank  for  cooperatives,  the  bank, 
may,  in  accordance  with  rules  and  regulations  prescribed  by 
the  Farm  Credit  Administration,  retire  and  cancel  any  capi¬ 
tal  stock  or  allocated  surplus  and  contingency  reserves  or 
other  equity  interest,  in  the  hank  owned  by  such  borrower 
at  the  fair  book  value  thereof,  not  exceeding  par,  and,  to 
the  extent  required,  corresponding  shares  and  allocations 


4 


1  or  other  equity  interests  held  by  the  regional  bank  in  the 

2  central  bank  shall  be  retired.”. 

Passed  the  Senate  August  21,  1961. 

Attest:  FELTON  M.  JOHNSTON, 

Secretary. 
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HIGHLIGHTS:  House  passed  bills  to:  Pe/iidy wheat  producers  to  withdraw  from  stored 
excess  for  under-production;  exempt  durum  whhat  in  certain  California  counties  from 
allotments  and  quotas;  provide  additional  supargrades ;  clarify  and  simplify  opera¬ 
tions  of  Farm  Credit  agencies.  House  rejected  nill  to  permit  farms  on  which  summer 
fallow  is  practiced  to  participator  in  feed  grainssjprogram.  Rep.  Elliott  introduced 
and  discussed  poultry  bill. 


HOUSE 


1.  WHEAT.  Passed  as  re/rted  S.  1107,  to  continue  to  exehmt  the  production  of  durun 
wheat  in  portions  or  Modoc  and  Siskiyou  Counties,  CaliK  (Tulelake  area),  from 
acreage  allotments  and  marketing  quota  restrictions.  p.\18824 

Passed  as  reported  H.  R.  8842,  to  amend  the  Agricultural  Act  of  1961  so  as 
to  permit  a  wheat  producer  to  withdraw  from  his  stored  exce&s  the  amount  of 
wheat  by  whi/x  he  fails  to  make  his  normal  production  on  theVeduced  acreage 
allotment ,  /less  the  acres  voluntarily  retired  below  the  allotment,  p.  18326 


2.  FARM  LOANS.  Passed  -as  reported  St — 1040 , — fe-o-  a-bo  1  i  s  h  'the  Fe-de-r-a-1  ■  F-ar-m  -Mortgage 
Corporation . — — 18323-4 

Passed  without  amendment  S.  1927,  to  make  a  number  of  amendments  to  simplify 
and  clarify  the  operations  of  institutions  supervised  by  FCA.  This  bill  will 
now  be  sent  to  the  President,  p.  18904 


3/POULTRY.  Passed  as  reported  H.  R.  7866,  to  extend  the  Poultry  Products  In- 
/  spection  Act  to  Puerto  Rico  and  the  Virgin  Islands,  p.  18823 


V  RICE.  Passed  without  amendment  H.  R.  90.13,  to  provide  for  the  transfer  of  rice 
\  acreage  history  where  a  producer  withdraws  from  the  production  of  rice.  pp.  / 
\l8826-7  / 

\  *  / 

5.  FEES  GRAINS.  By  a  vote  of  213  to  149,  defeated  a  motion  to  pass  under  suso/n- 

siorkof  the  rules  H.  R.  3914,  to  permit  producers  on  farms  on  which  summ fal¬ 
low  a  normal  practice  to  plant  barley  on  land  devoted  to  summer  fallow  dur¬ 
ing  1961  which  is  diverted  from  wheat  under  the  1962  Wheat  Stabilization  Progra 
provided\an  overall  reduction  of  20 %  is  made  in  corn,  grain  sorghums/;  and  bar¬ 
ley.  pp.\v8826- 13855 -61  / 

6.  SUPERGRADES .  N^y  a  vote  of  305  to  53,  passed  under  suspension  of/the  rules 

K.  H.  7377,  toNincrease  the  limitation  on  the  number  of  super^rades,  and  on 
the  number  of  research  and  development  positions  of  scientists  and  engineers 
for  which  special  \rates  of  pay  are  authorized,  pp.  18861-54,  18865-70 

7.  PEACE  CORPS.  Conferees  were  appointed  on  H.  R.  7500,  tq/provide  for  a  Peace 

Corps,  pp.  18817-8  \  / 

The  "Daily  Digest"  states  that  "Conferees ,  in  exe/utive  session,  agreed  to 
file  a  conference  report  on  the  differences  between^  the  Senate-  and  House- 
passed  versions  of  H.  R.  7500,  providing  for  the  /establishment  of  a  Peace 
Corps."  p.  D871  \  / 

8.  EDUCATION.  Passed  without  amendment  H.  R.  902(3,  to  amend  the  National  Defense 

Education  Act  to  provide  that  loans  made  under  title  II  will  be  made  for  the 
academic  year  rather  than  the  fiscal  year/  p.  18826 

By  a  vote  of  342  to  18,  passed  under ./suspension  of  the  rules  (in  lieu  of 
H.  R.  8900)  S.  2393,  to  extend  for  2  Wars  the  authority  for  Federal  assistance 
for  the  construction  and  operation  of  schools  in  federally  impacted  areas  and 
the  National  Defense  Education  kotJ  pp.\l8831-4 

9.  APPROPRIATIONS.  Received  the  conference  repWt  on  H.  R.  8302,  the  military 

construction  appropriation  bilZ  (H.  Rept.  1201).  pp.  18850-1 

.0.  WATERSHEDS.  Passed  as  reported  H.  R.  3801,  to  authorize  the  Secretary  of  the 
Army  and  the  Secretary  of/Agriculture  to  make  joint  investigations  and  surveys 
of  watershed  areas  for  flood  prevention  or  the  conservation,  development, 
utilization,  and  dispo/al  of  water.  pp.  18818-20  \ 

11.  RECREATION.  Passed  /s  reported  H.  R.  4934,  to  authorizeXthe  Secretary  of  Agri¬ 

culture  to  modify /certain  leases  entered  into  for  the  provisions  of  recreation 
facilities  in  reservoir  areas.  p.  18904  \ 

12.  PURCHASING.  p/ssed  without  amendment  H.  R.  8741,  to  grant  to  all  Federal 

agencies  ther  authority  to  waive  performance  and  payment  bonds  otherwise  re¬ 
quired  under  the  Miller  Act  with  respect  to  cost-plus-a-fixed  fe^and  cost-type 
contract)/ for  the  construction,  alteration,  or  repair  of  building  qr  public 
works  add  with  supply  contracts,  p.  18830  \  . 

13.  FOREIGN  AID.  Passed  without  amendment  H.  R.  7791,  to  provide  for  the  collection 

and  publication  of  foreign  commerce  and  trade  statistics,  pp.  18827-8  \ 

14.  ^PERSONNEL.  Passed  without  amendment  H.  R.  8565,  to  amend  Public  Law  763,  8j& 

/  Congress,  so  as  to  permit  firefighters  to  voluntarily  elect  to  be  paid  at  the\ 


^Although  a  majority  voted  for  the  bill,  a  two-thirds  majority  Is  necessary  under 
a  motion  to  suspend. 


18904 


CONGRESSIONAL  RECORD  —  HOUSE 


September  18 


GENERAL  LEAVE  TO  EXTEND 
REMARKS 

Mr\ALBERT.  Mr.  Speaker,  I  ask 
unanimous  consent  that  all  Members 
may  haVe  the  privilege  of  extending 
their  remarks  in  the  Record  on  Senate 
ConcurrenrResolution  49,  and  on  the  life 
and  services  yf  the  late  Dag  Hammar- 
skjold. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle¬ 
man  from  Oklahoma? 

There  was  no  objection. 

AMENDMENTS  TO  FARM  CREDIT 
LAWS 

Mr.  POAGE.  Mr.  Speaker,  I  ask 
unanimous  consent  for  the  immediate 
consideration  of  the  bill  (S.  1927)  to 
amend  further  the  Federal  Farm  Loan 
Act  and  the  Farm  Credit  Act  of  1933,  as 
amended,  and  for  other  purposes. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER  pro  tempore.  Is  there  i 
objection  to  the  request  of  the  gentle¬ 
man  from  Texas  [Mr.  Poage]  ? 

There  being  no  objection,  the  Clerk 
read  the  Senate  bill  as  follows : 

Be  it  enacted  by  the  Senate  and  House  of 
Representatives  of  the  United  States  of 
America  in  Congress  assembled.  That  (a) 
section  12  of  the  Federal  Farm  Loan  Act, 
as  amended  (12  U.S.C.  771),  is  amended — 

(1)  by  substituting  “a  fixed  number  of  one 
or  more  installments  each  year”  for  “a  fixed 
number  of  annual  or  semiannual  install¬ 
ments”  in  paragraph  "Second”  thereof;  and 

(2)  by  substituting  in  the  fourth  sentence 
of  paragraph  "Sixth”  thereof  the  following 
for  all  that  comes  after  "but  no  such  loan 
shall  be  made  to  a  corporation”;  “unless  the 
principal  part  of  its  income  is  derived  from 
farming  operations  and  unless  owners  of 
stock  in  the  corporation  assume  personal 
liability  for  the  loan  to  the  extent  required 
under  rules  and  regulations  prescribed  by 
the  Farm  Credit  Administration. 

(b)  Section  202(c)  of  the  Federal  Farm 
Loan  Act,  as  amended  (12  tr.S.C.,  supp.  IX, 
sec.  1033) ,  is  amended  by  changing  the  word 
"five”  to  the  word  “seven’ 

Sec.  2.  The  Farm  Credit  Act  of  1933,  as 
amended,  is  amended — 

(1)  by  adding  the  following  subsection  to 
section  5  thereof  (12  U.S.C.  1131i)  : 

“(f)  The  revolving  funds  created  by  sub¬ 
sections  (a)  and  (e)  of  this  section  are  hereby 
combined  into  a  single  revolving  fund  which 
shall  be  available  for  all  purposes  for  which 
both  such  funds  were  heretofore  available, 
and  reference  in  any  provision  of  law  to  the 
revolving  fund  created  by  said  subsection 
(a)  or  said  subsection  (e)  shall  be  deemed  a 
reference  to  the  single  revolving  fund  cre¬ 
ated  by  this  subsection.”; 

(2)  by  changing  section  22(a)  thereof  (12 
U.S.C.  1131f  (a) )  to  read: 

“(a)  Each  production  credit  association 
shall,  at  the  end  of  each  fiscal  year,  apply  the 
amount  of  its  earnings  for  such  year  in  ex¬ 
cess  of  operating  expenses  (including  pro¬ 
vision  for  valuation  reserves  against  loan 
assets  in  an  amount  equal  to  one-half  of  1 
per  centum  of  loans  outstanding  at  the  end 
of  the  fiscal  year,  to  the  extent  that  earn¬ 
ings  for  the  year  in  excess  of  other  operating 
expenses  permit,  until  such  reserves  equal 
or  exceed  31/,  per  centum  of  loans  outstand¬ 
ing  at  the  end  of  the  fiscal  year  beyond 
which  3  y2  per  centum  further  additions  to 
such  reserves  are  not  required  but  may  be 
made) ,  first,  to  the  restoration  of  the  im¬ 
pairment,  if  any,  of  capital;  and,  second,  to 
the  establishment  and  maintenance  of  a  sur¬ 
plus  account,  the  minimum  amount  of 


which  shall  be  prescribed  by  the  Federal  in¬ 
termediate  credit  bank.”;  and 

(3)  by  adding  the  following  subsection  to 
section  36  thereof  (12  U.S.C.  11341)  : 

“(d)  Notwithstanding  any  other  provision 
of  this  Act,  in  the  case  of  liquidation  or 
dissolution  of  any  present  or  former  bor¬ 
rower  from  a  bank  for  cooperatives,  the 
bank,  may,  in  accordance  with  rules  and  reg¬ 
ulations  prescribed  by  the  Farm  Credit  Ad¬ 
ministration,  retire  and  cancel  any  capital 
stock  or  allocated  surplus  and  contingency 
reserves  or  other  equity  interest,  in  the  bank 
owned  by  such  borrower  at  the  fair  book 
value  thereof,  not  exceeding  par,  and,  to  the 
extent  required,  corresponding  shares  and 
allocations  or  other  equity  interests  held  by 
the  regional  bank  in  the  central  bank  shall 
be  retired.”. 

The  bill  was  ordered  to  be  read  a  third 
time,  was  read  the  third  time  and  passed, 
and  a  motion  to  reconsider  was  laid  on 
the  table. 


jurisdiction  of  the  Secretary  of  Agriculture” 
and  insert  “Federal  reservoir  project’ 

Page  2,  line  3,  strike  out  “or  extension’)/ 

The  committee  amendments 
agreed  to. 

The  bill  was  ordered  to  be  engy6ssed 
and  read  a  third  time,  was  read  the  third 
time  and  passed,  and  a  motiqn  to  re¬ 
consider  was  laid  on  the  tabl 


RENEGOTIATION  OF  COMMERCIAL 
LEASES 

Mr.  STUBBLEFIELD.  Mr.  Speaker, 
ask  unanimous  consent  for  the  im- 
sdiate  consideration  of  the  bill  (H.R. 
493>D  to  authorize  the  Secretary  of  Agri¬ 
culture  to  modify  certain  leases  entered 
into  for  the  provision  of  recreation  fac; 
ities  in  Reservoir  areas. 

The  Clerk  read  the  title  of  the  hifl. 

The  SPEAKER  pro  tempore.  Ie  there 
objection  to 'the  request  of  thy'  gentle¬ 
man  from  Kentucky? 

Mr.  HALLECSK.  Mr.  Stffeaker,  re¬ 
serving  the  righkto  object  may  I  ask 
the  gentleman  froir\what/Committee  this 
bill  comes? 

Mr.  STUBBLEFIELD^  From  the  Com¬ 
mittee  on  Agriculture; 

The  SPEAKER  nco  terfmore.  Is  there 
objection  to  the  request  of  ri)e  gentleman 
from  Kentucky?/ 

There  being/ no  objection,  \he  Clerk 
read  the  bill  jas  follows: 

Be  it  ena/ted  by  the  Senate  anct\House 
of  Representatives  of  the  United  States  of 
America  Xn  Congress  assembled,  That\the 
Chief  of  Forest  Service,  under  the  supisf- 
visioiyof  the  Secretary  of  Agriculture,  is  ai 
thori/ed  to  amend  any  lease  entered  into  be  A 
fory  November  1,  1956,  providing  for  the  con- 
struction,  maintenance,  and  operation  of 
Commercial  recreational  facilities  at  a  water 
'resource  development  project  under  the 
jurisdiction  of  the  Secretary  of  Agriculture 
so  as  to  provide  for  the  adjustment,  either 
by  increase  or  decrease,  from  time  to  time 
during  the  term  of  such  lease  of  the  amount 
of  rental  or  other  consideration  payable  to 
the  United  States  under  such  lease,  when 
and  to  the  extent  he  determines  such  ad¬ 
justment  or  extension  to  be  necessary  or 
advisable  in  the  public  interest.  No  adjust¬ 
ment  shall  be  made  under  the  authority  of 
this  Act  so  as  to  increase  or  decrease  the 
amount  of  rental  or  other  consideration 
payable  under  such  lease  for  any  period 
prior  to  the  date  of  such  adjustment. 

With  the  following  committee  amend¬ 
ments  : 

j  Page  1,  line  3,  strike  out  "Chief  of  Forest 
Service,  under  the  supervision  of  the”. 

Page  1,  line  4,  delete  the  comma  after  the 
word  “Agriculture”. 

Page  1,  line  5,  strike  out  the  words  "be¬ 
fore  November  1,  1956,”  and  insert  “with 
respect  to  lands  under  the  jurisdiction  of 
the  Forest  Service”. 

Page  1,  lines  7  and  8,  strike  out  “water 
resource  development  project  under  the 


TO  AMEND  THE  DISTRICT  OF  CO¬ 
LUMBIA  UNEMPLOYMENT  COM¬ 
PENSATION  ACT,  /s  AMENDED 
Mr.  McMILLAN.  /Mr.  Speaker,  I  ask 
unanimous  consent  to  take  from  the 
Speaker’s  desk  Die  bill  (H.R.  5968)  to 
amend  the  Distract  of  Columbia  Unem¬ 
ployment  Compensation  Act,  as  amend¬ 
ed,  with  Senate  amendment  thereto, 
disagree  to/the  Senate  amendment  and 
request  avconference  with  the  Senate. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle- 
man/irom  South  Carolina? 

le  Chair  hears  none  and,  without 
o)/5ection,  appoints  the  following  con¬ 
ferees:  Messrs.  Abernethy,  James  C. 
'Davis,  St.  Germain,  Kearns,  and  Broy- 
HILL. 


(Mr.  LANE  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  at  this 
point  in  the  Record,  and  to  include  ex¬ 
traneous  matter.) 

[Mr.  LANE’S  remarks  will  appear 
hereafter  in  the  Appendix.] 


UNITED  SPANISH  WAR  VETERANS 

(Mr.  O’HARA  of  Illinois  asked  and 
was  given  permission  to  address  the 
House  for  1  minute,  to  revise  and  extend 
his  remarks,  and  include  a  telegram.) 

Mr.  O’HARA  of  Illinois.  Mr.  Speaker, 
today  the  surviving  veterans  of  the  war 
of  63  years  ago  are  gathered  at  Little 
Rock  in  Arkansas  for  the  annual  en¬ 
campment  of  the  United  Spanish  War 
Veterans.  It  had  been  my  hope  to  be 
with  my  comrades  on  this  occasion,  but 
vthe  legislative  situation  has  made  that 
lpossible.  I  have  wired  to  the  encamp- 
niimt  this  message,  which  I  am  sure 
reflects  the  sentiment  of  all  my  col¬ 
leagues  in  this  historic  body,  where  92 
veterans  of  the  war  with  Spain  have 
served  and  I  remain,  the  last: 

United  Spanish  War  Veteran  Encampment, 
Adjutant  General  McElroy, 

Marron  Hotel ,' 

Little  Rock,  Arft 

From  the  bottom  of  my  heart  I  greet  you 
in  the  unconquerable  spirit  of  ’98. 

For  six  decades  and  more  the  veterans  of 
the  war  with  Spain  ’have  kept  aflame  the 
fire  of  patriotism  hancmd  down  by  the  vet¬ 
erans  of  the  earlier  wars  of  our  Republic. 

As  the  evening  deepens*.  and  our  ranks 
diminish,  we  still  stand  at  Attention,  salut¬ 
ing  Old  Glory  and  proud  in  the  knowledge 
that  always  we  have  kept  the  fa^th  with  our 
country  and  her  destiny. 

Our  country,  right  or  wrong,  ouN  country, 
and  where  the  people  rule  as  in  out  repre¬ 
sentative  democracy  and  all  decisions',  come 
from  the  people  there  is  a  stonewall  shield 
against  that  which  is  wrong  for  mankHjd. 

Ours  has  been  an  America  unafraid 
any  power  on  earth  however  strong  in  evif 
design  and  equally  unafraid  of  any  sacrifice 
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date  of  enactment  of  this  Act  with  respect  to 
violations  of  the  Federal  Aviation  Act  or  pro¬ 
visions  of  the  certificate  or  interim  authority 
ok  the  Board’s  regulations  which  may  have 
ocdurred  prior  to  such  date.  Any  sanction 
whibh  the  Board  might  lawfully  have  im- 
posedSon  the  operating  authority  of  an  air 
carrier  %or  violations  occurring  prior  to  the 
issuanceXof  an  interim  certificate  or  other 
interim  authority  under  section  7  or  the 
issuance  toNsuch  carrier  of  a  certificate  of 
public  convenience  and  necessity  for  supple¬ 
mental  air  transportation  under  section  401 
(d)  (3)  of  the  Federal  Aviation  Act  may  be 
imposed  upon  su!\h  interim  certificate,  in¬ 
terim  authority  or 'tertificate  issued  to  such 
air  carrier.  \ 

(c)  Any  application's)!  an  air  carrier  here¬ 
tofore  consolidated  intoSthe  Board  proceed¬ 
ing  known  as  the  Large  Irregular  Air  Carrier 
Investigation,  Docket  Numbered  5132  et  al„ 
shall  be  deemed  to  have  beenVinally  disposed 
of  upon  the  date  of  enactment  of  this  Act. 

Sec.  9.  (a)  That  portion  ofNdie  table  of 
contents  contained  in  the  first  section  of  the 
Federal  Aviation  Act  of  1958  whick  appears 
under  the  heading  “TITLE  XV — AIR 
CARRIER  ECONOMIC  REGULATION’’  is 
amended  by  adding  at  the  end  thereof  the 
following :  \ 

“Sec.  417.  Special  operating  authorizations 
“(a)  Authority  of  Board  to  issue.  > 

“(b)  Terms  of  authorization. 

“(c)  Procedure."  ^ 

(b)  That  portion  of  the  table  of  contents 
contained  in  the  first  section  of  the  Federal 
Aviation  Act  of  1958  which  appears  under 
the  heading  “Sec.  901.  Civil  Penalties.”  is 
amended  to  read  as  follows: 

“(a)  Safety,  economic  and  postal  offenses. 
“(b)  Liens. 

Mr.  HARRIS.  Mr.  Speaker,  I  offer  an 
amendment. 

The  Clerk  read  as  follows: 

Strike  out  all  after  the  enacting  clause 
of  8.  1969  and  insert  the  provisions  of  PI.R. 
7318  as  just  passed. 

The  amendment  was  agreed  to. 

The  Senate  bill  was  ordered  to  be  read 
a  third  time,  was  read  the  third  time,  and 
passed. 

A  similar  House  bill  (H.R.  7318)  was 
laid  on  the  table. 

A  motion  to  reconsider  was  laid  on  the 
table. 


THE  LATE  DAG  HAMMARSKJOLD/ 

Mr.  ALBERT.  Mr.  Speaker,  I  /sk 
unanimous  consent  for  the  immediate 
consideration  of  Senate  Concurrent  Res¬ 
olution  49.  / 

The  SPEAKER  pro  tempore/  Is  there 
objection  to  the  request  of  th/gentleman 
from  Oklahoma?  / 

There  being  no  objec/m,  the  Clerk 
read  the  Senate  concurrent  resolution, 
as  follows :  / 

S.  Con.  Bts.  49 

Whereas,  Dag  Ham/narskjold,  of  Sweden, 
served  as  Secretar/General  of  the  United 
Nations  since  Apt/  1953;  and 

Whereas  Mr.  Hammarskjold  worked  tire¬ 
lessly  to  strengthen  the  United  Nations  as 
a  force  for  world  peace  and  justice;  and 
Whereas  l/ served  the  cause  of  peace  with 
patience,  /termination,  and  courage;  and 
Where/  his  wisdom  and  leadership  for 
peace  w6n  the  admiration  and  respect  of 
peoples  throughout  the  world;  and 

'V'/creas  Secretary  General  Dag  Hammar- 
sk/ld  gave  his  life  in  the  service  of  the 
United  Nations  and  for  the  cause  of  peace: 
/Now,  therefore,  be  it 

Resolved  by  the  Senate  ( the  House  of 
Representatives  concurring) ,  That  our  deep 


and  sincere  regrets  are  expressed  to  Mr. 
Hammarskj  old’s  family,  to  the  Swedish  Gov¬ 
ernment,  and  to  the  United  Nations  for  the 
loss  of  a  great  man  and  a  great  soldier  for 
peace. 

The  Senate  concurrent  resolution  was 
agreed  to. 

A  motion  to  reconsider  was  laid  on  the 
table. 

Mrs.  BOLTON.  Mr.  Speaker,  the  un¬ 
timely  death  of  United  Nations  Secre¬ 
tary  General  Dag  Hammarskjold  has 
shocked  the  world.  That  he  should 
have  met  death  in  the  pursuit  of  recon¬ 
ciling  hostile  factions  witnesses  to  the 
singular  dedication  with  which  he  ap¬ 
proached  his  responsibilities. 

As  Secretary  General  of  the  United 
Nations,  Mr.  Hammarskjold  labored 
endlessly  to  conciliate  disputes  between 
nations  which  threatened  to  erupt  into 
world  conflagration.  His  conception 
of  an  active  role  for  the  Secretary  Gen¬ 
eral  inevitably  brought  him  under  bit¬ 
ter  attack  from  the  Communists,  which 
resulted  in  Premier  Khrushchev’s  de-. 
mand  last  fall  that  he  be  replaced  by/ 
3 -man  committee.  It  was  his  supp/rt 
of  the  United  Nations  Force  in/ the 
''Congo  which  disappointed  severel/Mos- 
caw’s  hopes  of  continued  cha/s  and 
early  establishment  of  a  sate/ite  gov¬ 
ernment  in  the  heart  of  Amca. 

A  iram  of  rare  intellectuaVand  literary 
ability,  ^ag  Hammarskj  oldrs  consecrated 
dedication,  to  his  almost/ impossible  job 
is  an  exaraWe  to  all  the  world.  We  ex¬ 
tend  heartfelt  condol/ces  to  his  Swedish 
compatriots,  who  1/ve  now  lost  two  of 
their  greatest  ste/smen  in  the  service 
of  the  United  Ni/ons. 

Truly  the  v/rld\s  diminished  by  his 
death,  as  John Donnete  sublime  “Medita¬ 
tion  No.  XVl(”  comes  N  mind : 

No  man  is  sm  island,  entire,  of  itself; 

Every  ma/  is  a  piece  of  the\continent, 

A  part  of  the  main;  \ 

If  a  c/d  be  washed  away  by  me  sea, 
Eurc/e  is  the  less,  \ 

As  Well  as  if  a  promontory  were,  \ 

A/well  as  if  a  manor  of  thy  frienaSs 
for  of  thine  own  were;  \ 

'Any  man’s  death  diminishes  me,  \ 
Because  I  am  involved  in  mankind;  \ 
And  therefore  \ 

Never  send  to  know  for  whom  the  bell  tolls; 
It  tolls  for  thee.  ' 

Mr.  BARRY.  Mr.  Speaker,  with  the 
announcement  that  the  Secretary  Gen¬ 
eral  of  the  United  Nations,  Dag  Ham¬ 
marskjold,  is  dead  we  realize  that  the 
world  at  large  has  lost  a  friend.  He  was 
the  outstanding  international  civil  serv¬ 
ant  of  our  time.  He  was  a  man  dedi¬ 
cated  to  the  peace  of  the  world  and  he 
possessed  the  capacity  to  be  an  effective 
instrument  for  that  peace. 

What  will  happen  to  the  position  that 
is  now  vacant  has  yet  to  be  determined. 
It  would  be  a  difficult  task  at  any  time 
to  find  someone  to  replace  such  an  able 
administrator.  At  present,  it  will  no 
doubt  prove  even  more  difficult. 

Dag  Hammarskjold  was  the  embodi¬ 
ment  of  the  dream  that  all  men  will  one 
day  live  under  the  rule  of  law  and  of 
reason.  His  constant  concern  was  for 
the  good  of  all  men.  His  capacity  for 
impartiality  and  careful  reason  was  ex¬ 
traordinary.  His  interest  was  for  the 
welfare  of  even  the  smallest  group  of 


men.  The  staff  of  the  U.N.  Secretaofat 
and  of  delegation  personnel  were /iso 
on  his  mind.  He  offered  his  strong  sup¬ 
port  for  World  House,  a  pro/ct  for 
which  I  have  responsibility  under  the 
YMCA  of  Greater  New  York/  It  would 
provide  for  the  recreational  and  tem¬ 
porary  housing  needs  of  U!n.  personnel. 
He  had  time  to  discuss  with  us  the  very 
great  need  that  exists /and  the  possible 
ways  of  meeting  that /eed. 

This  man  is  trul/ irreplaceable.  The 
whole  world  will/mourn  his  passing. 
And  indeed  it  should.  In  a  world  torn 
by  clashing  in/rests  and  irreconcilable  : 
ideologies,  thn  loss  of  a  man  with  the 
Secretary  t/neral’s  ability  to  unite,  to 
develop  ac/ord,  to  mediate,  to  persuade 
is  like  tl/ loss  of  a  battalion  to  a  belea¬ 
guered  Yrmy — the  army  of  peace. 

Let/us  hope  one  thing  at  least.  Let 
us  h/pe  that  his  life  will  serve  as  an  in¬ 
spiration  to  each  of  us  in  every  nation 
t/  work  with  our  whole  will  for  the  kind 
/>f  world  Dag  Hammarskjold  strived  to 
create,  a  world  of  peace  and  of  under¬ 
standing. 

Mr.  O’HARA  of  Illinois.  Mr.  Speaker, 
in  the  years  and  the  centuries  to  come 
the  name  of  Dag  Hammarskjold  will 
be  an  inspiration  to  those  whose  faith  is 
in  peace  and  for  its  attainment  would 
give  unto  the  last  breath  of  life.  As  the 
chairman  of  the  Subcommittee  on 
Africa,  I  feel  deep  concern  over  the  re¬ 
percussions  that  will  follow  his  tragic 
death. 

When  the  Congo  attained  its  inde¬ 
pendence  and  there  were  disturbances 
that  threatened  the  progress  of  a  new 
sovereign  nation.  Secretary  General  Dag 
Hammarskjold  was  intrusted  by  the 
United  Nations  with  the  great  responsi¬ 
bility  of  both  restoring  peace  and  saving 
the  territorial  integrity  of  the  new  re¬ 
public.  The  United  Nations  troops  un¬ 
der  his  direction  were  from  many  na¬ 
tions,  mostly  African,  and  none  Ameri¬ 
can.  He  won  the  plaudits  of  the  world. 

Then  the  bitter  denunciation  of  Khru¬ 
shchev  and  his  puppets  and  their  loud 
demands  that  Dag  Hammarskjold  should 
be  removed.  Dag  Hammarskjold  stood 
firm.  He  was  pledged  to  the  mission  of 
peace  and  the  preservation  of  the  terri¬ 
torial  integrity  of  the  Republic  of  the 
'Congo.  From  that  mission  he  could  not 
be  swerved. 

Recently  came  the  Katanga  episode, 
andNsome  in  the  West  were  beginning  to 
join  Vith  Khrushchev  in  denouncing 
him.  Again  he  stood  firm  in  the  per¬ 
formance.  of  his  mission  of  bringing 
peace  anaYunity  to  a  new  nation  and 
without  violation  of  its  territorial  in¬ 
tegrity.  In  his  mission  of  peace  and  of 
preserving  territorial  integrity  he  went, 
as  the  dedicateck  servant  of  peace  and 
of  honor  that  he  was,  into  an  area  where 
he  must  have  knoVn  the  dangers  he 
faced.  \ 

His  passing  is  a  loss\to  the  world  the 
extent  of  which  we  cannot  at  this  time 
measure.  I  have  the  farUi  he  is  now 
reunited,  this  prince  of  peace  of  our 
times,  reunited  in  the  heavenly  home 
with  that  Prince  of  Peace  wnh  died  on 
the  cross  that  there  should  be  on  earth 
peace  and  good  will  among  alrv  men. 
With  bowed  head,  and  a  prayer,  l\hall 
vote  for  the  pending  resolution.  \ 


Public  Law  87-343 
87th  Congress,  S.  1927 
October  3,  1961 

an  act 

_ 75  STAT.  758. 

To  amend  further  the  Federal  Farm  Loan  Act  and  the  Farm  Credit  Act  of  1933, 
as  amended,  and  for  other  purposes. 


lie  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled ,  That  (a)  section  12 
of  the  Federal  Farm  Loan  Act,  as  amended  (12  U.S.C.  771),  is 
amended — 

( 1 )  by  substituting  “a  fixed  number  of  one  or  more  installments 
each  year”  for  “a  fixed  number  of  annual  or  semiannual  install¬ 
ments”  in  paragraph  “Second”  thereof ;  and 

(2)  by  substituting  in  the  fourth  sentence  of  paragraph 
“Sixth”  thereof  the  following  for  all  that  comes  after  “but  no 
such  loan  shall  be  made  to  a  corporation”:  “unless  the  principal 
part  of  its  income  is  derived  from  farming  operations  and  unless 
owners  of  stock  in  the  corporation  assume  personal  liability  for 
the  loan  to  the  extent  required  under  rules  and  regulations  pre¬ 
scribed  by  the  Farm  Credit  Administration.”. 

(b)  Section  202(c)  of  the  Federal  Farm  Loan  Act,  as  amended  (12 
U.S.C.,  supp.  II,  sec.  1033),  is  amended  by  changing  the  word  “five” 
to  the  word  “seven”. 

Sf.c.  2.  The  Farm  Credit  Act  of  1933,  as  amended,  is  amended — 

(1)  by  adding  the  following  subsection  to  section  5  thereof  (12 
US.C.  1131i)  : 

“(f)  The  revolving  funds  created  by  subsections  (a)  and  (e)  of  this 
section  are  hereby  combined  into  a  single  revolving  fund  which  shall 
be  available  for  all  purposes  for  which  both  such  funds  were  heretofore 
available,  and  reference  in  any  provision  of  law  to  the  revolving  fund 
created  by  said  subsection  (a)  or  said  subsection  (e)  shall  be  deemed 
a  reference  to  the  single  revolving  fund  created  by  this  subsection.”; 

(2)  by  changing  section  22(a)  thereof  (12  U.S.C.  1131f(a))  to 
read : 

“  (a)  Each  production  credit  association  shall,  at  the  end  of  each  fiscal 
year,  apply  the  amount  of  its  earnings  for  such  year  in  excess  of 
operating  expenses  (including  provision  for  valuation  reserves  against 
loan  assets  in  an  amount  equal  to  one-half  of  1  per  centum  of  loans 
outstanding  at  the  end  of  the  fiscal  year,  to  the  extent  that  earnings  for 
the  year  in  excess  of  other  operating  expenses  permit,  until  such 
reserves  equal  or  exceed  3%  per  centum  of  loans  outstanding  at  the 
end  of  the  fiscal  year  beyond  which  3%  per  centum  further  additions 
to  such  reserves  are  not  required  but  may  be  made) ,  first,  to  the  restora¬ 
tion  of  the  impairment,  if  any,  of  capital ;  and,  second,  to  the  establish¬ 
ment  and  maintenance  of  a  surplus  account,  the  minimum  amount  of 
which  shall  be  prescribed  by  the  Federal  intermediate  credit  bank.”; 
and 
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(3)  by  adding  the  following  subsection  to  section  36  thereof  (12 
U.S.C.  11341)  : 

“(d)  Notwithstanding  any  other  provision  of  this  Act,  in  the  case 
of  liquidation  or  dissolution  of  any  present  or  former  borrower  from  a 
bank  for  cooperatives,  the  bank,  may,  in  accordance  with  rules  and 
regulations  prescribed  by  the  Farm  Credit  Administration,  retire  and 
cancel  any  capital  stock  or  allocated  surplus  and  contingency  reserves 
or  other  equity  interest,  in  the  bank  owned  by  such  borrower  at  the 
fair  book  value  thereof,  not  exceeding  par,  and,  to  the  extent  required, 
corresponding  shares  and  allocations  or  other  equity  interests  held  by 
the  regional  bank  in  the  central  bank  shall  be  retired.”. 

Approved  October  3,  1961. 
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